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PREFACE 

The team conducted this evaluation from September 28, 1994 through November 1, 
1994. We wish to thank all those who assisted us in reviewing Argo-Enterprises' (AgENT's) 
activities. We are grateful to the project clients who hosted us on field trips around 
Colombo, Kandy, and Nuwara Eliya. We deeply appreciate the opportunity to discuss the 
project with private sector business leaders; officials in various ministries, departments and 
provinces of the government of Sri Lanka; and officials of the USAIDISri Lanka Mission. 

We are particularly grateful to Dr. Colin Sorhus, the AgENT project manager for 
Oregon State University, and the AgENT project staff for the long hours they spent 
answering our questions. Richard Hurelbrink, the AgENT Chief of Party was especially 
helpful in organizing many briefings on all aspects of project implementation. 

We have attempted to collect relevant information and report our findings and 
conclusions in a logical manner. However, we are solely responsible for any errors in 
reporting or interperating facts. 
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EXECUTIVE SUMMARY 

Purpose of Evaluation 

This evaluation was conducted to (1) provide USAIDISri Lanka, the National Policy 
Planning Department, and the Ministry of Agriculture an in-depth assessment of project 
implementation and progress to date and (2) recommend any modifications to improve the 
likelihood of achieving the project purposes. The evaluation assesses the delivery of USAID 
and GSUPrivate Sector project inputs, the progress towards achieving the project purposes, 
and the impact of project activities to date. It also provides clear guidance on what future 
action may be needed to ensure sustainability of AgENT-or an organization that can 
continue the services provided by AgENT-and the validity of initial design assumptions and 
strategies. 

The evaluation also examines planned inputs for the remainder of the project and 
recommends changes needed to achieve the project purposes. Particular attention is given to 
technical assistance. The evaluation also examines the project's relevance to the Mission's 
Strategic Framework, especially its contribution toward the strategic objective of "Increased 
competitiveness and growth of markets and enterprises." 

Evaluation Methodology 

The evaluation was conducted by reviewing a wide range of USAID Mission, project, 
and statistical documents relevant to AgENT's design and implementation. Interviews were 
conducted with project staff, project clients, USAID officials, GSL officials, and private 
sector entrepreneurs whose opinions and experiences are relevant to AgENT's performance. 
This information was analyzed with respect to 11 specific issues and 6 general and cross- 
cutting issues identified by USAID. 

The specific issues were assessed in terms of objective findings and logically derived 
conclusions. The general issues were addressed through conclusions based on overall project 
performance. Lessons learned were identified to give USAID and the GSL useful insights on 
aspects of the project that contribute to overall project success and merit consideration for 
application to other development projects. Finally, recommendations were made on actions 
that can improve project performance. 

Purpose of Activities Evaluated 

AgENT is being implemented to expand agro-industrial enterprises and support the 
diversification and commercialization of Sri Lanka's agricultural sector. 
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Findings and Conclusions 

The project has set appropriate output targets in annual work plans. Progress to date 
includes successful introduction of new technologies, market development, and new financial 
mechanisms. The rate of investment has been about one-half of cumulative output targets, but 
the client base is expanding rapidly and past investments are building momentum within 
existing client firms and their competitors. Progress on improving public sector support to 
agro-enterprises has been slow, but the team has made significant headway in collaborative 
training and market development activities with key public institutions. 

The project design remains relevant to USAID and GSL strategic frameworks. The 
team's planned inputs over the remaining life of the project are sufficient to meet all project 
output objectives. 

The project M&E system is accurately tracking project inputs and outputs on a timely 
basis. A purpose-level monitoring and evaluation framework is not yet in place. Refinement 
of the logical framework's purpose-level indicators will strengthen the M&E system. 

The project has an effective screening procedure for assessing potential adverse 
impacts on the environment. No adverse impacts have been identified to date. However, the 
use of pesticides/fungicides in crop production trials needs to be assessed to determine 
whether more comprehensive environmental compliance procedures are warranted. 

The AgENT team is making satisfactory progress toward meeting project objectives. 
Inputs are being provided on a timely basis and work plans are well designed and monitored. 
The team is using cost-effective methods to accomplish its scope of work. Training has been 
localized to focus on country-specific enterprise development issues and save funds that 
would normally be required for overseas training. Cost-sharing investments in innovative 
technologies with clients are stimulating client confidence and fostering prudent financial 
management behavior. 

The project is generating a broad base of commercial interest in  its program. It has 
effectively reached a broad target audience of micro-, small-, and medium-sized firms. 
Women are well represented in the client base, and training and promotion efforts have been 
effective in  extending project access to non-English spealung entrepreneurs. 

The project is highly effective in improving the entrepreneurial behavior of its clients. 
The clients are demonstrating the capacity to exploit project assistance well beyond the 
planned life of the project. Competitors within the clients' markets are benefitting from the 
knowledge generated by client technology adoption programs. 

However, there is no assurance of sustainability of the team's strong technical 
assistance effort beyond the project life.. No organization in the public or private sector 
currenly appears to be a viable candidate to assume the project's advisory role. The project 
advisory board has an important opportunity to promote project sustainability by identifying 
and assisting relevant organizations to extent the project's important work. 



Lessons Learned 

Three major lessons may be learned from AgENT design and implementation 
experience. 

First, the AgENT advisory board is staffed mainly by progressive agro- 
entrepreneurs from the private sector. Their perspectives on the agricultural 
commercialization and diversification process provide effective guidance to the 
project team on strategic implementation issues. They also serve as an important 
platform for stimulating effective public sector support for agricultural 
development. 

Second, the team's aggressive promotion campaign has secured a solid client base 
and established the level of momentum necessary to achieve the project's planned 
end of project performance targets. 

Third, the decision to initially concentrate on selecting clients from established 
(rather than new) firms has allowed the project to identify a highly productive 
investment and technology transfer opportunities and avoid a high rate of business 
failures. 

Principal Recommendations 

The team identified five areas where project performance can be enhanced. 

1.  Market development studies should emphasize descriptions and analysis of market 
linkages, competitive standings at each market level within a particular sub-sector, 
and firm-level or land-level comparisons of crop enterprise profitability and 
resource use. 

2. The team should investigate downstream market development opportunities to 
complement successful introduction of new enterprises and business expansions 
upstream at the producer level. 

3. The team should emphasize improved financial market performance in agro- 
enterprise development rather than encouraging funding mechanisms that 
circumvent existing financial market inefficiencies. 

4. The project logical framework should be modified to include specific purpose-level 
indicators that can be traced through the project's client businesses. The project 
M&E system is already collecting firm-level employment, output, sales, and 
investment information. 

5. The team should assist the mission in developing an environmental management 
strategy that is consistent with pesticidelfungicide requirements for crop production 



trials, as well as the mission's obligation to comply with basic US environmental 
regulations. 



SECTION I 
BACKGROUND 

A. Purpose 

This report presents the results of the first interim evaluation of the Agro-Enterprises 
(AgENT) project. Key project data are summarized in Annex A. The primary purpose of the 
evaluation is to (1) provide USAIDISri Lanka and the National Policy Planning Department 
and the Ministry of Agriculture with an in-depth assessment of project implementation and 
progress to date and (2) recommend any modifications to improve the likelihood of achieving 
the project purposes. 

The scope of work is presented in Annex B. The evaluation assesses the delivery of 
USAID and GSLIprivate sector project inputs, progress towards achieving the project 
purposes, and the impact of project activities to date. It also provides clear guidance on 
what future action may be needed to ensure sustainability of AgENT-or an organization 
which can continue the services provided by AgENT-and the validity of initial design 
assumptions and strategies. 

The evaluation also examines planned inputs for the remainder of the project and 
recommends changes needed to achieve the project purposes. Particular attention is given to 
technical assistance. The evaluation also examines the project's relevance to the Mission's 
Strategic Framework, especially its contribution towards the strategic objective of "Increased 
competitiveness and growth of markets and enterprises." 

B. Methodology 

The evaluators collected information on all aspects of project design and 
implementation by: 

Reviewing relevant project documents, including work plans, quarterly progress 
reports, technical reports, project files, mission strategy and design documents, and 
the contractor cooperative agreement and scope of work 

Reviewing published statistics on Sri Lanka's agricultural sector 

Interviewing key project personnel, including technical assistance contractors, 
mission development officers, GSL officers in agriculture and planning, university 
researchers, and project advisory board members 

Interviewing a random sample of farmers and entrepreneurs who are project clients 



Interviewing a random sample of agri-business managers who supply agricultural 
inputs and services and market agricultural products 

The list of persons interviewed is presented in Annex C. The documents and reports 
used in the evaluation are listed in the bibliography. 

The information collected from interviews and documents was analyzed with respect 
to several critical project issues and concerns. The analysis placed particular emphasis on 11 
specific issues that are highlighted in the evaluation scope of work (Annex B). The specific 
evaluation issues are addressed in Section I1 of this report as a series of findings and 
conclusions. 

Overall conclusions and lessons learned were drawn with respect to the project's 
relevance, effectiveness, efficiency, impact, and sustainability, as well as gender concerns. 
Finally, recommendations were developed to address critical project implementation issues 
over the remaining life of the project (LOP). 

C. Project Rationale 

Research in Sri Lanka has demonstrated the capacity to increase farm income through 
diversification and commercialization of the agriculture sector. Significant yield 
improvements are possible, and farmers will readily accept new technologies if rewarding 
markets are available. Furthermore, an increasingly active private sector is emerging in 
production, marketing, and processing in the once government dominated agricultural sector. 

However, new strategies are necessary to introduce appropriate production 
technologies, increase the amount of value added processing, expand the commercial 
outgrower schemes, and develop active marketing and financial linkages. Technical 
innovation and support is necessary to help Sri Lankan firms and individuals establish new 
competitive agro-enterprises. Flexible and creative investment packages are required in all 
parts of the agricultural production, marketing, and food processing industry. 

D. Project Summary 

The Agro-Enterprises Project addresses the unmet demand for comprehensive, 
creative, technical, and financial services required to develop Sri Lanka's agro-industrial 
sector. The project provides assistance to emerging and expanding agro-enterprises through a 
combination of technical services in production, processing and marketing, research, and 
training. I t  supports agro-industrial development and investment packaging to leverage an 
increased share of the financing available through commercial banks and other financial 
institutions. 

The Project mobilizes significant local resources through private investments from 
participating financial institutions and agro-en trepreneurs. Thus, the project addresses the 
principal constraint to development of the sub-sector. 



USAID inputs include: 

Short- and long-term U.S. and Sri Lankan expertise, including operating costs for 
an information and service center 

Agro-enterprise development grants 

Agro-enterprises training funds 

Equipment and materials 

Market development and research 

Analysis of policy issues and related environmental issues 

Other inputs for the project include: 

In-kind contributions from individuals and institutions involved with research and 
development in collaboration with agro-enterprise development grants 

Investment funding or owner equity put up by private agro-entrepreneurs and 
financial institutions 

The project feasibility derives from market forces that direct investment and project 
activities. However, the project also recognizes a link between resulting economic growth 
and poverty alleviation through the generation of employment. In addition, the project gives 
special attention to promotion of investments in women-owned businesses or to businesses 
whcre women are primary beneficiaries. 

Professional guidance and oversight for the project is provided through an advisory 
board composed o f  key GSL officials and representatives from business and participating 
financial institutions. The Board advises on matters concerning implementation and helps 
develop strong linkages with the agricultural, financial, and agri-business community. 

The AgENT project office in Colombo serves as an informal technical resource center 
for entrepreneurs. The project technical assistance team advises entrepreneurs on agri- 
business development and obtains marketing, production, and processing technology 
information for entrepreneurs as required. 

Initially, the project advertised the availability of its services. This approach was used to 
inform potential clients about the availability of services and promote the idea of agro- 
enterprise investments. Potential clients include private sector individuals, farm 
organizations, or businesses that are willing and able to pursue an agro-enterprise investment. 

Potential clients request assistance from the project. Requests for information and 
advice are fulfilled by the project team as much as possible. Requests for more specialized 



information or assistance for research or development of innovative new businesses are 
reviewed separately. Assistance is provided if the proposals meet certain criteria, including 
expected returns from the enterprise, the degree of innovation in the enterprise, the financial 
commitment and management capabilities of the clients, the environmental safety of the 
activity, the potential benefit to farmers and unemployed, and the potential benefit to the 
country. 

The project may provide consultant services, training, marketing assistance, research 
and development grants, proto-type equipment for processing, and management assistance. 
Clients are expected to jointly finance the activities. The matching contribution depends on 
the cost of the activity, the degree of risk involved, the ability of the client to pay, and the 
potential benefit from the enterprise development. 

The project works with whatever agricultural enterprises clients may propose that 
meet the criteria for assistance. It may cover a broad range of production and processing 
activities, including livestock, plantation crops, horticultural export crops, and crops for the 
domestic market. 

The project adheres to the theory that private investors and the market will seek the 
most profitable investments. Therefore, those are the enterprises that should receive support. 
Emphasis will go to outgrower production activities and "big investor, small producer" 
projects whenever possible. 

Dl.  Project Goal 

The project goal for the AgENT Project is to diversify and commercialize agricultural 
systems. Diversified, commercialized agricultural systems can be expected to generate the 
increased employment and higher incomes required as a base for rural development and 
future economic growth. Agricultural diversification and intensification is most compatible 
with Sri Lanka's natural resources and cultural traditions. 

D2. Project Purpose 

The project purpose is to stimulate the development and expansion of private agro- 
based enterprises. The project builds on existing entrepreneurial firms and individuals with 
interest in investments in the agricultural sector and on the production base capable of 
producing a wide range of crops and products at reasonable cost. In the past, few 
investments other than tea, rubber, and coconut have been made in this sector because 
government economic controls and policies favored production of subsistence food crops. 

D3. Project Outputs 

The project is designed to diversify Sri Lanka's agricultural sector by producing 
specific outputs in the areas of agro-enterprise investments, new technologies, market 
development, improved public sector support for agro-enterprises, and new agro-enterprise 



financial mechanisms. The outputs and their relationship to project inputs, purposes, and 
goals are summarized in the project logfrarne (Annex D). 

D3a. Agro-Enterprise Lnvestments 

The project is expected to generate approximately 50 new agro-enterprises, as well as 
expansion and improvements in approximately 300 others. These investments will result 
from technical innovations introduced by the project, new market opportunities, and the 
financing provided through participating financial institutions. Other firms and entrepreneurs 
will benefit indirectly by the spread of project introduced technology and the ability to enter 
new markets pioneered by initial investors. 

Substantial investments will also be made with entrepreneurs' own capital or resources 
from other sources. The project actively promotes joint ventures with U.S. firms wherever 
possible and is compatible with USAID policies and regulations. 

The investments will result from market forces. Private sector entrepreneurs will 
identify the geographical areas, products, and types of enterprises to be financed. Farms, 
which also operate as small businesses, will benefit. An estimated 9,700 farmers will supply 
products for the agro-enterprises established with project assistance and financing. 

D3b. New Technologies 

Over the life of the project, approximately 100 new technologies are expected to be 
introduced in the enterprises assisted. These technologies will include germplasm, improved 
pest and disease control, and harvesting techniques for proper time and size for best quality. 
Post-harvest handling improvements will include in-field or close-to-field packing, 
introduction of proper packing crates, proper cooling, improved transport to reduce loss, and 
improved handling at wholesale markets. Several processing technologies are expected to be 
introduced including modem juice plants, fruit drying, improved packaging materials for 
foods, frozen fruits and vegetables, processing of crop by-products, and processing of 
livestock products. 

D3c. Market Development 

The project is designed to produce direct improvements in market linkages between 
producers, intermediaries, and consumers. Project assisted firms and entrepreneurs will 
develop greater sophistication in assessing consumer requirements and planning to provide 
products at prices and qualities demanded by consumers. Improved production and post- 
harvest technology will improve market efficiencies, and project-introduced promotional 
materials will help firms better market their products. 

D3d. Improved Public Sector Support to Agro-Enterprises 

GSL agencies and training institutions have been oriented to service the government 
and small farmers as clients, but have been not well-directed to service businesses. The 



project will draw on the resources of government agencies, primarily the Ministry of 
Agriculture, the Ministry of Export Agriculture, the Ministry of Livestock Development and 
Health, the Ceylon Institute of Scientific and Industrial Research (CISIR) and Universities. 
Together with commercial firms, these organizations will resolve technical problems of 
economic importance. The project will accomplish this by providing funds, jointly with 
private companies, for approximately 25 research and development projects undertaken by 
government agencies under the project. 

The project will also complete studies of key policy issues affecting the sector. An 
estimated twelve studies and reviews conducted during the project will provide input to 
government policy reform and implementation of procedures to stimulate non-traditional 
agricultural exports and improve linkages between small producers and agro-enterprise 
markets. 

D3e. New Agro-Enterprise Financing Mechanisms 

The project will help interested financial institutions to develop new procedures for 
"packaging" agriculture-related investments. The new financing innovations will increase 
confidence between the financial system and the private agro-enterprise sector and will 
increase the debt capacity of entrepreneurs. Confidence will increase through better training 
and greater experience of financial institution staff with agro-enterprises investments. The 
project will also attempt to reduce transaction costs and the time required to process loan 
applications. 

D4. End of Project Status 

By the Project Assistance Competition Date (PACD), it is expected that the project 
will have facilitated the establishment or expansion of approximately 350 agro-enterprises 
with consequent increases in farm incomes and employment. The project is expected to result 
in generation of approximately 13,000 new jobs, increased production valued at $ 8.15 
million per year in constant dollars and increased exports of $4 million per year. 



SECTION I1 
FINDINGS AND CONCLUSIONS ON KEY ISSUES 

In this section, we examine the 11 specific issues detailed in the evaluation scope of 
work. Each issue is addressed by first summarizing the evaluators' objective findings then 
deriving conclusions that support a logical resolution of the issue. 

A. Progress on Planned Outputs 

Al. Findings 

Project output targets are summarized in the logframe (Annex D). The targets are 
generally congruent with overall enterprise development objectives. However, the variation 
in clients' interests have required the AgENT team to support a mix of activities that could 
not be uniformly focused on each output target. The broad characteristics of the clients are 
summarized in Annex E. We discuss output targets below, emphasizing the validity and 
relevance of the project design. Progress to date on each target is summarized in Annex F. 
Training statistics are summarized in Annex G. Project technical reports are summarized in 
Annex H. 

Ala. Agro-Enterprise Investments 

AgENT grants are intended to share the cost of investments in research and 
development (R&D)and adoption of innovative technology, as well as the risks in new 
enterprise ventures. Because these types of investments are designed to promote innovation 
and share risks, these project inputs are programmed as grants. Project grant activity is 
summarized in Annex I. 

To date, 207 AgENT grants have a project contribution value of $576,000. Client 
contributions have been $546,000. Total investments have therefore been $1.1 million, 
against a 2-year cumulative target of $2.4 million. Grants have been made for 46 production 
trials against a target of 36. No post-harvest handling trials have been made against a target 
of 8. No processing trials have been made against a target of 10. Fourteen marketing trials 
have been made against a target of 8. 

A total of 40 grants totaling $222,860, or $5,297 per grant, have been made to 37 
clients for equipment or production commodity investments. These grants were 45 percent 
of the combined AgENT-Client investment of $472,419. On a per client basis, the average 
AgENT contribution was $5,726, out of a total investment of $12,768. 

The OSU-AgENT cooperative agreement has a US source and origin requirement, so 
the project cannot provide grants of more that $5,000 for non-US equipment. Since many of 
the clients are interested in upgrading processing equipment for large scale plants, the high 



cost of US equipment over equipment from less distant countries may cause them to opt for 
non-US equipment. 

A total of 15 outgrower/contract grower initiatives have been made, against a target 
of 8. These initiatives include 3 investment packages completed, against a 2-year cumulative 
target of 20. 

Alb. New Technologies 

The project is supporting innovation in marketing, management, and production. 
New marketing and production technolologies are being introduced in the broad areas of 
transportation, storage, handling, packaging, seeds, cultivation, and harvesting. A total of 
34 new or improved equipment/technologies have been introduced and adopted, against a 
target of 30 for the first two years. 

Alc. Market Development 

Of a total of 303 clients, 301 clients are established firms that intend to expand. Of 
the established firms, 126 enterprises have actually expanded, against a 2-year cumulative 
target of 120. These expansions have generated 1,479 additional jobs, compared to a 2-year 
cumulative target of 1,825. Because the project has initially chosen to serve only clients with 
established enterprises, only two new enterprises (wreaths and dried fruits) have been started 
with project assistance. Some experts assert that the onion storage and crop (pyretherum, 
legumes, and vanilla) trials are developing new enterprises. 

No policy studies have been conducted, against a target of 2 during project year 2. 

Ald. Improved Public Sector Support to AgENT 

The project has developed strong collaborations with several GSL entities, including 
the Export Development Board (cost-sharing for trade fair participants), the Agricultural 
Development Authority (big onion production and storage trials and training), Horticultural 
Development Institute (vegetable trials and training), CISIR (agricultural products quality 
workshop), and the University of Peradeniya (floriculture training). To date, no government 
or university agencies have undertaken contract research through AgENT. 

A 1 e. New Agro-Enterprise Financing Mechanisms 

Two new financing instruments are targeted for introduction during the first two 
project years. To date, one new mechanism has been introduced but not yet implemented-a 
$6 million World Bank fund that was intended to be administered by a group of local 
financial institutions with an apex institution. Because the World Bank did not create the 
fund, an agro-enterprise bond issue has been proposed as a substitute. The proposal is being 
reviewed by USAID/Washington. 



A2. Conclusions 

The team concludes that progress to date on planned outputs is reasonable, given the 
ambitious goals of the project. The team's strong proactive promotion program is justified in 
view of Sri Lanka's long history of socialist economic policies and the sector's relatively 
small non-plantation resource base. Non-US equipment may be competitive for clients who 
cannot afford the cost-share of US goods. However, in many cases, non-US equipment has 
been found to be of lower quality and therefore not truly a competitive advantage. 

B. Validity and Relevance of the Project Design 

B1. Findings 

The World Bank Agricultural Support Services project was intended to be the 
keystone investment facility for the AgENT Investment Fund. In discussions with sector 
business leaders and banking officials, we have determined that it is not clear that this fund 
was either feasible or necessary. While the fund was not planned to affect agro-enterprises 
at financial costs significantly below market rates, it could have had the equivalent effect if it 
had not included provisions to increase efficiency in credit transactions costs. 

The choice of an advisory board, composed mainly of private sector representatives, 
to provide program guidance to the project is one of the project's most effective design 
features. The board provides timely, strategic guidance to the project, avoiding the usual 
problems of undue restrictions and overly cautious promotion when government agencies act 
as counterparts. 

The focus on improved public sector support to agro-enterprises addresses a serious 
constraint to Sri Lanka's agricultural development. The risk of failure on this initiative is 
quite high, given the government's long history of economic policy bias against the private 
sector, meager funding to government economic development agencies and universities, and 
counter-productive subsidies and non-competitive financial policies. 

However, reforms undertaken over the past decade and AgENT's emergence as 
USAID's premier agricultural sector project are signs that agricultural development policy is 
being redirected to forge a sustainable partnership between private sector entrepreneurial 
interests and public sector responsibilities for public goods such as research, education, and 
basic market information. 

The design does not focus on a particular agricultural commodity, technology, or 
market level. This approach has allowed the AgENT team the flexibility to apply simple 
strategic planning methods to identify the commodities, technologies, and market levels that 
can offer the highest returns on project assistance. Much of the focus has been on high value 
horticultural crops. This emphasis is consistent with crop trends over the last decade. 

The sector overview in Annex K indicates that growth in rice and plantation crops has 
been stagnant, erratic, or declining slightly, while growth in high value horticultural crops 



and livestock has been steady and positive. The strong growth trends in high value 
horticultural crops and livestock indicate that AgENT EOPS are ambitious but consistent with 
the sub-sectors' market development potential. 

The plans for amending the AgENT project paper to add policy and farmer 
organization components are particularly appropriate. While the Agricultural Planning and 
Analysis Project had a positive impact on privatization and planning management, it did not 
bring a critical mass of analytical resources to bear on the issue of diversification and the 
long-term competitive position of agro-industrial enterprises. 

AgENT's strategy is to pursue entrepreneurial development and expanded investment 
across priority commodity sectors by identifying and pursuing targets of opportunity along 
each commodity's marketing channel. This approach is well suited as a platform for the 
agricultural policy component because it focuses on critical elements of the 
commercialization process and draws the key policy interest groups into each business 
development constraint issue. 

As this platform is implemented, the policy component can use these sub-sectors to 
more effectively address the broader issues of rural poverty alleviation, land tenure, 
competitive position of industriallplantation crops, financial reform, technology transfer (to 
agro-industry), and strengthened competition in downstream processing, distribution, and 
merchandising markets. 

The prospect of strengthening current farmer organizations and assisting in creating 
new organizations, or assisting established organizations, must be considered as a 
sustainability issue. Who wants these organizations? Who is willing to maintain them? It 
would therefore be prudent to focus on organizational objectives that are tied to narrow 
commodity bases. Farmer organizations can provide critical support to agro-industrial 
development if their primary objectives are to: 

Transfer new, appropriate technology to members 

Facilitate market service economies of size in purchasing inputs upstream and 
selling products downstream 

Facilitate policy reform by identifying policy constraints, formulating competitive 
policy options, and advocating government deliberation on those policy options 

Farmer organizations also require a narrow purpose if they are to be sustainable 
institutions. Sustainability will be enhanced, but not guaranteed, if the organizations: 

Base membership on commodity interests, and ensure that it  is proportional to the 
market distribution by farmlgrower size 

Recover organization operating costs mainly from member feeslvoluntary services, 
without government or donor financial support 



B2. Conclusions 

The team concludes that the AgENT design concept was valid when it was conceived 
and remains valid for implementation experiences to date. The design is particularly 
appropriate in view of the completion of USAID agricultural projects in the Mahaweli region 
next year. The EOPS are ambitious but attainable project performance targets that are 
consistent with growth trends in high value horticultural crops and livestock (particularly 
poultry). 

The assumption that entrepreneurial development is a key element in sector 
diversification and development represents a major advancement in designing effective 
agricultural program initiatives. The design's focus on strengthening entrepreneurs 
capabilities to exploit new market opportunities is a critical ingredient in the country's efforts 
to employ its land, labor, and capital resources in accordance with their value in an 
expanding international market. 

The proposed project amendment provides important complementary policy and 
farmer organization support to AgENT. 

C. Nature and Distribution of Project Benefits 

C1. Findings 

The project does not have enough experience to demonstrate sustained aggregate 
investment, employment, sales, and income impacts. However, client results indicate the 
project is producing significant changes in purpose level behavior. Project assistance in big 
onion storage is causing onion growers and marketers to quickly adopt the recommended 
storage technology. Project clients have developed practical business plans to verify high 
returns on investment in storage facilities, which has caused several financial institutions to 
become interested in financing onion storage facilities. 

Clients and surrounding competitors recognize the profit opportunities in capturing 
four-month price rises from Rs 25-30 per kg. This technology is readily transferable to other 
storable commodities. Experience in the Kandy District suggests that such applications will 
succeed and should be adaptable to other onion product sizes. 

Legume and pyretherum trials in the upland tea estates are causing a fundamental 
change in estate managers' historic stoic allegiance to tea. The trial protocols are highly 
professional and widely tracked by the tea industry. The estate managers' interest in 
commercialization is so strong that the AgENT production advisor is cautioning against early 
adoption before production and marketing feasibility is assured. 

Project assistance to two poultry processors is allowing one processor to double the 
slaughter capacity by investing in new, efficient equipment. The other processor is achieving 
major grower efficiency gains from investment in a modern poultry house cooling system. 
The system is reducing mortality rates by 50 percent and allowing bird densities to be more 



than doubled. These initiatives are accelerating development of an industry that is already 
outpacing the agricultural sector. 

The poultry industry is structured to achieve great economies of size by using 
outgrowers to produce the birds for high-capacity processing plants. The outgrowers will 
benefit from these expansions because the processors will have greater capacity with new 
slaughtering equipment, and feed efficiency will increase sharply with the new house cooling 
technology. The outgrower system allows easy entry to small operations that primarily use 
family labor with modest investments in housing and equipment. Their cash flow 
requirements are minimized because the processor supplies the chicks, feed, veterinarian 
services, and technical assistance. 

The strong consumer demand for poultry products creates a strong derived demand 
upstream for poultry feed. This means Sri Lanka's grain crop sub-sector will increasingly be 
stimulated to compete for poultry energy and protein feeds. Maize and sunflower demand 
could increase, but growers will face severe insect, disease, and bird pest problems. 
Overall, it is not likely that significant amounts of paddy land will shift to maize-sunflower 
production, but marginal shifts are clearly feasible over the next five years. 

Tropical fish clients are using new long-life nets to reduce bird damage. These new 
efficiencies are being translated into increased output at current costs of other inputs. Over 
time, overall capacity will be increased to capture the long-run benefits of the new nets. 
These expansions have direct impacts on investments, employment, and sales. 

Vanilla production trials with project clients have demonstrated high income potential 
for small entrepreneurs in the Kandy, Matale, and Kagalle districts. As commercialization 
commences, household labor will be more fully employed with the existing land base. A 
significant number of vanilla growers are women. 

The project's newly developed women's program has screened 222 participants and 
identified 23 as potential clients. Twenty of these have been accepted as AgENT clients. 
Five shared investment grants have been made to female entrepreneurs. 

The client-level employment, sales, and investment impacts are tentative at this early 
stage in any entrepreneurial expansion. However, the results of site visits to selected clients 
indicate significant firm-level gains in  technical efficiency. These gains will translate into 
expanded employment and cost advantages within the respective industries. 

As clients expand, surrounding competitors are being compelled to adopt their new 
technologies to remain competitive. The overall effect is pushing industry production costs 
and market prices downward. Because the products AgENT is promoting have relatively 
price-elastic demand, industry expansion will lead to increased total sales, even though prices 
fall (i.e., output increases proportionately more than prices fall). 

Most of AgENT's clients are small to medium-sized firms. Of the 59 clients with 
suitable monitoring data as of June 30, 1994, 40 were micro enterprises (annual sales less 



than Rs 1 million) 22 employed fewer than 6 workers, and 23 had turnovers of less than Rs 
100,000 (see Annex E). This assistance approach is particularly effective in helping a large 
segment of the disadvantaged labor force to have sustained employment, as well as the 
opportunity to become entrepreneurs. 

To date, 4,853 participants have attended AgENT training events. These training 
programs have placed particular emphasis on serving the needs of women and non-English 
speaking entrepreneurs (Annex G). The project is, therefore, effective in addressing poverty 
alleviation concerns because it is accelerating the entry of the disadvantaged into commercial 
activities. 

C2. Conclusions 

The team concludes that the project is generating significant benefits in all strata of 
the agro-industrial sector. While direct measures of industry level employment and sales are 
not yet being systematically tracked by the project M&E system, client-level impacts are 
demonstrating full exploitation of project assistance. Current project beneficiaries are 
consistent with the project target audience of small and medium-sized entrepreneurs and the 
households that are directly affected by employment with these firms. 

D. Effectiveness of Project Monitoring and Evaluation System 

D l .  Findings 

The main function of the project's M&E system is to track inputs and outputs and 
purpose-level objectives on a regular basis. The inputs that require monitoring are technical 
assistance, training, investment grants, and commodities. 

The outputs are more complex. Five main categories of outputs are identified in the 
project paper. 

Dla. Agro-Enterprise Investments 

AgENT will provide assistance (grant funds) to selected clients on a cost-sharing 
basis. The output target comprises 50 new agro-enterprises and expansion and improvements 
in 300 others. These enterprises are expected to have significant income and employment 
multiplier effects. 

Dlb. New Technologies 

Improved technologies will be introduced through long- and short-term expatriate 
technical assistance to selected firms and entrepreneurs; commodity procurement (machines, 
instruments, gerrnplasm); training and travel of private sector entrepreneurs; and production 
and marketing trials. The output target over the life-of-project is approximately 100 
technologies. 



Dlc. Market Development 

Project-assisted firms and clients will be actively supported in their efforts to supply 
high-quality products at competitive prices to domestic and foreign markets. Output targets 
include 20 new products, 20 out-growerlcontract grower schemes, and 20 new markets for 
agricultural products. 

Dld. Improved Public-Sector Support to Agro-Enterprises 

Under this category, AgENT is expected to collaborate with universities and 
government agencies in undertaking scientific research activities that will benefit the private 
sector. The output target is 25 research projects to be jointly funded by AgENT and 
interested parties in the private sector. The project will also finance 12 studies (to be 
undertaken by consultants) on key constraints on private agri-business development and 
investment expansion that could be addressed through policy intervention. 

Dle. New Agro-Enterprise Financing Mechanisms 

The project is working with interested financial institutions in developing new 
procedures for funding agro-enterprise investments and to act as a catalyst in linking the 
financial system to the private agri-business sector. There are no output targets identified 
under this category in the project paper, but studies and surveys undertaken for identifying 
and pursuing new financing innovations could serve as proxies for outputs. 

The project, since its inception, has been producing outputs in varying degrees in all 
the above categories. The least progress has been made in improved public-sector support to 
AgENT where, although support is being provided for training, seminars, and field-trials, no 
collaborative studies or research projects have yet been initiated. Studies and surveys have 
been initiated under new AgENT financing mechanisms and a new financing mechanism has 
been identified and is presently under consideration. 

The project has an automated system for monitoring inputs and outputs, and detailed 
records are maintained for each line-item. A spreadsheet of progress on major work plan 
components is also maintained. These components include studies, assessments, meetings, 
consultancies, training, workshops, overseas visits, field trials, market test trials, and specific 
activities undertaken in support of project-assisted firms and clients. 

The spreadsheet contains information on objectives, activities, targets and progress 
achieved. It is updated on a quarterly basis. The tracking of major work plan components 
appears to be efficiently organized. 

The tracking of inputs is also efficient and information on expenditure on technical 
assistance, grants, commodities and training is available on a monthly basis. A detailed 
inventory is maintained for each of these line items. Information on grants offered and 
accepted is updated and summarized each quarter. Data on host-nation contributions are also 
updated every quarter. 



The project has an excellent documentation center, a repository of books, journals, 
studies, reviews, newspaper articles, and technical reports. The center has a wide client 
base. 

Progress on the five outputs is being monitored closely and summary tables are 
prepared every quarter. In addition, the project is tracking several other outputs, including 
agro-enterprise activities (consultations, technical reports, participant training) and 
employment generated from assisted enterprises. AgENT has not yet begun to report 
achievements in other areas-such as indirect employment benefits, increased investment, 
and value added-but is in the process of defining a system for effective measurement of 
these indicators. 

Purpose-level indicators are difficult to quantify since they deal with behavioral and 
attitudinal changes among the target audience. The logical framework has defined only one 
measure of purpose achievement: the creation of 50 new agro-enterprises and the expansion 
in 300 others. Other measures also need to be developed to capture purpose achievement at 
both the firm level and the industry level. 

D2. Conclusions 

The team concludes that the project is collecting and summarizing data on inputs and 
outputs in a timely and systematic manner. The M&E system, however, needs to become 
more sophisticated to measure and track three key indicators of progress on the output side: 
employment (both direct and indirect), investment, and value added. The project also needs 
to develop suitable techniques for measuring or assessing behavioral changes among the 
target audience. Information on purpose-level indicators is provided in Annex L. 

E. Appropriateness of Future Planned Project Inputs 

El.  Findings 

At project inception, the AgENT team assessed the agro-enterprise environment as 
very risk-averse and unlikely to test new production and marketing technologies or seek new 
markets. They concluded that the project had to start with a very proactive promotion 
campaign if i t  expected to attract a critical mass of viable and fruitful clients. The relatively 
heavy injections of training and technical assistance to date have established a broad base of 
agricultural producers and processors that are either actively seeking direct project assistance 
or closely observing the experiences of other project clients, in the classic tradition of 
technology diffusion. 

The strong promotion program has generated a large client base that will increasingly 
stimulate new clients outside the AgENT team's direct promotion efforts. The existing client 
base has caused the business information center to supply far more services than were 
planned at its inception. The project has an extensive file of correspondence from a wide 
range of clients who have either requested specific information or appreciated previous 



information supplied by the center. The project anticipates significant increases in future 
business information services. 

Training has been almost exclusively local in nature. Future training plans anticipate 
higher average monthly activity than experience to date with no change in emphasis toward 
overseas training. Proposed budget adjustments allow adequate training funds through the 
remaining LOP. 

The project's initial geographic focus excluded the Mahaweli area because MED, 
MARD, and DARP had exclusive mandates to assist that areas' farmers and small- to 
medium-sized enterprises. However, the recent completion of DARP and the anticipated 
completion of MED and MARD in 1995 have required the project plan assistance to 
Mahaweli agro-enterprises during the third project year. 

The contractor proposes an additional 32 person-months of short-term expatriate LOE 
to serve the exiting client base's technical assistance needs, investigate new enterprise 
opportunities, and expand basic coverage to the Mahaweli area. This personnel change can 
be supported with a no-cost budget amendment. This technical assistance effort is 
particularly important for mobilizing 98 person-months of local short-term technical 
assistance that has not been used to date. 

E2. Conclusions 

The team concludes that future planned inputs are appropriate for meeting project 
objectives. Experience to date indicates that the low rate of investment grants and financial 
packaging accelerates as project momentum carries these activities. Current financial 
division resources and the planned replacement of the local financial advisor will allow that 
division to fully support project financial services needs over the remaining LOP. 

Production trial results are well positioned to allow commercialization of vanilla and 
highland legumes and pyretherum during the third project year. The production division has 
ample flexibility to complete current trials and initiate a small number of trials on new 
commodities over the remaining LOP. 

The proposed introduction of a policy component and a farmer organization 
component under the AgENT project will provide an important complement to the AgENT 
team's efforts to exploit policy reform opportunities, accelerate technology transfer, and 
agglomerate marketing of farm input supplies and products. 

Although enterprises the team is promoting have the most market development 
potential in the sector (see Annex K), among financial institutions, the sector ranks as one of 
the country's poorest investment opportunities. Therefore, the project must continue to 
employ a critical mass of technical assistance services to its clients to maintain and expand 
implementation momentum. 



F. Unanticipated or Adverse Environmental Impacts 

F1. Findings 

During the client screening process, the AgENT team administers an environmental 
checklist to determine whether the client's business operations constitute a significant 
environmental concern. Chemical input use is surveyed to determine whether a pollution or 
industrial hygiene threat currently exists or would arise as a result of project assistance. 
Farm use of fertilizers, pesticides, and herbicides is surveyed for overt pollution and health 
safety threats. Processing plants are checked for hazardous waste disposal, wastewater 
effluents, and safe use of processing chemicals. 

The project environmental review process indicate that the clients with the greatest 
potential for adverse environmental impacts were legume and pyrethrum trials, ornamental 
fish, and processed foods. Legume and pyrethrum trials are being conducted on enclosed 
plots at 20 sites in upland tea estates. 

Fertilizer applications are well within safe practice limits for groundwater pollution. 
Pesticides and fungicides are not being used in conjunction with tea estates' standard 
practices. AgENT monitors the plots on weekly or bi-weekly basis and advises trial plot 
supervisors on responsible pesticidelfungicide usage, including storage and application. No 
unsafe pesticide practices have been identified by the AgENT team. Cultivation practices are 
consistent with local methods for minimizing soil erosion and conserving water. 

Ornamental fish operations present a potential environmental threat because harvesting 
methods may harm coastal and marine habitats. While dynamiting and cyanide harvesting 
methods are not used in Sri Lanka, there are recurring concerns about divers harming coral 
reefs while harvesting ornamental fishes. The project does not assist marine fishing 
operations. Before proceeding with further assistance to the ornamental fishes sub-sector, 
AgENT commissioned a preliminary review of the marine segment of the ornamental fish 
industry. 

The draft report found no direct evidence of ecological damage from harvesting. 
However, the AgENT team remains cautious about environmental issues and continues to 
assess the sector before accepting clients. Based on the draft report recommendations, the 
team's strategy is to support proposed collaborations between the Sri  Lanka Wildlife Heritage 
Trust, the Department of Wildlife, the National Aquatic Resources Association, and the 
AgENT marine ecology consultant to conduct a low-cost study to expand marine ecology 
knowledge within the industry and address specific concerns mentioned in the draft report. 

Processed food clients are monitored for chemical usage and wastewater effluents. 
No adverse environmental threats have been identified in the area of chemical usage. Poultry 
processing poses a potential environmental threat over phyto-sanitary conditions and 
wastewater effluent. No environmental problems have been found among the two poultry 
clients. However, one of the clients received AgENT investment cost-sharing for an 



environmental study and wastewater treatment system to handle a slaughter operation that 
doubled after AgENT shared the cost of new processing equipment. 

F'2. Conclusions 

The team concludes that no adverse environmental impacts been identified among 
AgENT clients. In the case of one poultry processor client, project cost-sharing for 
wastewater treatment facilities clearly mitigated a future pollution problem that would have 
arisen after the plant's processing capacity doubled. This project investment is timely 
because it makes the poultry industry and environmental regulators sensitive to the future 
environmental risks that will arise if wastewater effluents are not kept within the standards 
recommended by the World Health Organization. 

Pesticide applications being made by tea estate managers on AgENT legume trials do 
not appear to constitute an adverse environmental impact. However, the crops are not being 
systematically tested for residues that exceed tolerances established by the US Environmental 
Protection Agency, the UN Food and Agriculture Organization, or the UN World Health 
Organization. 

G .  Compliance with Project Covenants and Conditions Precedent 

GI.  Findings 

The only conditions precedent to disbursement in the Project Agreement are the 
designation of authorized representatives. This has been met to the satisfaction of USAID. 

There are six covenants included in the Project Agreement to ensure successful 
implementation of AgENT. 

The first covenant requires that three project evaluations be conducted in year 2, 4 
and 6 of the project, respectively. The first evaluation is in progress. 

The second covenant requires that all project activities be conducted without 
discrimination on the basis of sex, religious beliefs, age, or ethnic or national 
origin. To the best of our knowledge, there have been no conscious violations of 
this covenant to date. However, English-spealung clients may have a slight 
advantage over Sinhala- or Tamil-spealung clients in seeking and obtaining project 
assistance since they are able to communicate better with project staff. 

The third covenant concerns the transfer of equipment (including vehicles) 
procured under the project when the equipment is no longer needed. This issue 
will be addressed at the end of the project. 

The fourth covenant calls for the establishment by the project of an apex institution 
with funding from the World Bank Agriculture Support Services project. Since the 
World Bank assistance is not forthcoming, this covenant is no longer binding on 



the Project Agreement. However, the project is mandated to actively pursue new 
agro-enterprise financing mechanisms and innovations. 

The fifth covenant requires the GSL to continue efforts to ensure expeditious land- 
leasing procedures to make additional suitable land available for private agro- 
enterprises. To date, land availability has not been a constraint. It may surface in 
the future, particularly if private companies wish to lease relatively large blocks of 
land from the GSL for the establishment of nucleus estates and processing plants. 

The sixth covenant requires that GSL continue its efforts to rationalize plant 
quarantine procedures and facilitate germplasm imports by private enterprises. The 
GSL has liberalized seed imports to a considerable degree and has established a 
modem plant quarantine facility at the main airport to enable rapid screening of 
imported planting materials for pests and diseases. In our view, this is a major 
step taken by the GSL to support and facilitate importation of germplasm by the 
private sector. 

The Ministry of Agriculture, which until recently had a monopoly on seed imports, 
has undergone a remarkable attitudinal transformation and is now sensitive and responsive to 
private-sector demands for germplasm imports. The team is confident that the GSL will 
continue its efforts to rationalize the entire seed industry and encourage as well as facilitate 
private sector agro-enterprise development. 

G2. Conclusions 

Compliance with conditions precedent and project covenants has been satisfactory to 
date. On-going covenants, however, need close monitoring to ensure satisfactory compliance 
in the future. 

H. Relevance of Project to Other USAID Agricultural Projects 

HI .  Findings 

In 1984, the GSL prepared a National Agriculture, Food, and Nutrition Strategy with 
USAID assistance. The strategy identified several issues, including the over-emphasis on 
rice in terms of government policy and investments; the high cost of irrigation and settlement 
per unit of land in the dry zone; the under-utilization of existing land and the neglect of 
minor irrigation schemes; low-productivity and the high costs of production per unit of 
output among a large number of perennial and seasonal crops; and the widespread prevalence 
of poverty, under-employment, and malnutrition in the rural areas. 

The strategy concluded that there was a critical need to increase the income and 
employment potential of the agricultural sector through the diversification and 
commercialization of agricultural systems. They strategy outlined the priority areas for 
investment and policy intervention. The strategy also emphasized the role of farmer 
organizations in the management of land and water resources. 



The strategy was the basis for the formulation of several USAID agricultural projects, 
including APAP (concluded), DARP (concluded), ISM (concluded), MARD (to end in 1995), 
SCOR (on-going), and AgENT (on-going). Within the Mahaweli region, MED's ongoing 
enterprise development focus supports non-agricultural sectors. 

APAP was designed to develop an integrated agricultural planning system and 
improve planning and analytical skills in the key agriculture line-ministries. The rationale 
for this project was that Sri Lanka's agricultural planners required training, commodity 
support, and technical assistance for undertaking policy analysis and formulation with a 
reasonable level of competence. 

MARD was designed to support and facilitate agricultural diversification, with 
emphasis on new export crops, in System B of the Mahaweli scheme. The rationale was that 
through project intervention, rapid technical and institutional innovations could be achieved 
in agriculture. 

SCOR was designed to promote environmental conservation and improved resource 
use through local institution-building efforts in two selected areas of Sri Lanka. The 
rationale was that project assistance was necessary for developing and strengthening Sri 
Lanka's capacity for environmental conservation and shared control of resources. 

AgENT was designed to promote private-sector agribusiness and investment expansion 
and enhance Sri Lanka's agricultural export potential. The rationale was that a project of 
this nature was necessary to create new opportunities for private initiatives and to stimulate 
entrepreneurial development in the agricultural sector. 

An important cross-cutting theme in the strategic plan is improved human resource 
productivity, which is relevant to all four projects. Labor is the most abundant resource in 
Sri Lanka. An increase in the overall productivity of labor will translate into increased 
economic efficiency and enhanced economic growth. 

Increased labor productivity also contributes to the reduction of prices and the growth 
of real incomes. It is one of the principal means by which growth with equity could be 
achieved. To the extent that AgENT is expected to have a significant impact on human 
resource productivity, it  shares a common bond with the other USAID agricultural projects 
(complete and on-going). Many of the other cross-cutting themes are also relevant to all 
these projects. 

AgENT is a fitting sequel to DARP and MARD; while their primary focus is the 
agricultural production sector, AgENT's primary focus is the agro-industrial sector. Both 
projects share a common program objectivethe diversification and commercialization of 
agricultural systems. By facilitating rural development-based industrialization, they are also 
making a significant contribution towards realization of the overall strategic vision. With the 
closure of DARP and the completion of MARD in early 1995, AgENT has been tasked to 
expand its support to the Mahaweli region. 



AgENT also shares a healthy synergism with SCOR. Both are concerned with 
improving the productivity of agriculture, but through different mechanisms: AgENT, 
through private entrepreneurial development, and SCOR, through institution-building at the 
grass-roots level. Since both projects are contributing towards the enrichment of Sri Lanka's 
human and physical environment and the creation of a productive natural-resource base (an 
important USAID subgoal), they are highly complementary to one another. 

H2. Conclusions 

The team concludes that AgENT has a direct bearing on the strategic vision and 
complements other USAID projects in supporting the strategic plan at several levels, 
including the strategic vision, subgoals, and program objectives. 

I. Commitment of GSL to Providing Effective Project Guidance 

11. Findings 

The advisory board of AgENT comprises six senior private sector executives two 
senior GSL officials: the Additional Director General of Planning and the Secretary of 
Agriculture. 

Formal board meetings are held on a quarterly basis. However, there is frequent 
communication between the head of AgENT and the two GSL officials, who are strongly 
supportive of agribusiness and see a vital role for the project in Sri Lanka's economic 
development. The team believes that the GSL is well informed about AgENT's activities, 
particularly with regard to how it is handling the technical assistance and grant components. 

Relations between AgENT and the GSL are good, and both parties are able to discuss 
problems and issues and identify areas where improvements need to be made. The GSL's 
feedback and criticism is constructive and helps AgENT continually evaluate its progress. 

At board meetings, the project is reviewed critically, key issues are discussed, and 
guidance is provided by board members on how project impact can be enhanced. While 
AgENT does not necessarily agree with all the views expressed by the board members on 
how it should be evolving, it finds these meetings extremely useful and productive. 

While the GSL views AgENT in a very positive light, it has some reservations. Since 
the promised World Bank assistance is not forthcoming, the creation of an apex lending 
institution for agricultural entrepreneurs is no longer a realistic prospect. The GSL, 
therefore, believes that the project should be making a greater effort to attract clients to 
compensate for this lapse on the part of the Bank. In other words, the rate at which grant 
funds are being disbursed under the project is too slow. 

The GSL feels that though the project is not trying hard enough to attract clients. It 
points out that the purpose of AgENT is to stimulate the development and expansion of 



private agro-enterprises for domestic and export markets. Accordingly, the project should be 
aiming to create a critical mass of agricultural entrepreneurs. The GSL also argues that the 
larger the number of clients, the greater will be the multiplier effects in terms of income, 
employment, and foreign exchange earnings. 

While it appreciates the GSL's point of view, AgENT believes that its function is not 
to dole out money, but to fund only those enterprises that have a high probability of success. 
The project is proactive and does attract a large number of clients, but not all of them 
receive financial assistance. 

Investment grants are provided only to those clients who have initiated (or are about 
to initiate) economically viable enterprises involving innovative new technology, and who 
have a specific proposal and matching funds (50 percent of the estimated cost). The grant is 
supplemented with technical assistance, and the combination often enables the entrepreneur to 
significantly increase his or her scale of operation. 

The reason that grant funds are being disbursed at a relatively slow rate is because 
assistance is confined only to clients who are making (or likely to make) profits. Moreover, 
the average size of a grant is much smaller than originally anticipated ($5,000 per client, 
compared to an earlier estimate of $25,000 per client at the design stage). This is because 
the majority of enterprises assisted by AgENT are either small or medium-sized. The 
assistance is generally phased so that the client's progress can be evaluated at each stage. 

The average size of an AgENT grant has been $2,835 for 207 grants totaling 
$575,5 12; the average size of the grant per client has been $4,641 for 124 clients. The 
reason for this difference in grant size is that some clients have received multiple grants in a 
phased program of investments. 

AgENT's argument is valid. Private companies or clients should not be funded 
simply because they ask for money. The project needs to exercise rigor and caution in 
screening and selecting clients for assistance. The GSL's case is also a strong one, AgENT 
should strive to create a critical mass of entrepreneurs as well as a wide range of products to 
realize project purpose and maximize income and employment multiplier effects in the 
agribusiness sector. 

Perhaps AgENT and the GSL could agree on how large the critical mass should be 
and what type of investments AgENT should promote to accelerate grant disbursements. The 
project could then revise its output targets accordingly. 

12. Conclusions 

The rapport between the GSL and AgENT is strong. The two parties do not 
necessarily agree on some issues, such as the rate of disbursement of investment grants under 
the project. The team believes that guidance provided by the GSL to the project is, on the 
whole, effective. 



J. Contributions of Project to Mission Strategic Framework 

J1. Findings 

The mission's philosophy for the 1990s is outlined in a document entitled "Strategic 
Framework FY 1992-1996." This document serves as the basis for articulating goals and 
objectives, identifying priority areas for U.S. assistance, negotiating policy initiatives and 
reforms under the PL 480 Title I11 program, and identifying criteria for monitoring and 
evaluating the impact of USAID's overall development assistance program in Sri Lanka. 

The document embraces a strategic vision: supporting Sri Lanka in its efforts to 
become a democratic "greener" NIC (newly industrializing country) by the turn of the 
century. Expanding opportunities through a new private-public partnership is defined as the 
goal through which this vision is to be realized. 

The strategy goal is to be achieved through the pursuit of three subgoals: (1) an 
effective and dynamic market economy, (2) a healthy environment and productive natural- 
resource base, and (3) an active pluralistic democracy. The subgoals are linked to four 
program objectives: 

Sound investment climate and business performance 
Diversification and commercialization of agricultural systems 
Conservation and shared control of environmental and natural resources 
Citizen participation in democratic systems 

These program objectives are highly specific and comprise the four main areas of 
U.S. assistance. For instance, the TIPS project corresponds to sound investment climate and 
business performance; DARP, MARD, MED and AgENT correspond to diversification and 
commercialization of agricultural systems ; SCOR corresponds to conservation and shared 
control of resources; and CIPART corresponds to citizen participation in democratic systems. 
U.S. assistance is expected to have the greatest impact in Sri Lanka at the program level. 

The strategic framework identifies five cross-cutting themes: sustainability, human 
resource productivity, U.S. technology exports and investment, policy change, and regional 
balance. Three new cross-cutting issues were later added through an amendment: policy 
reform, women in development, and trade and investment. 

At a mission retreat held in May 1994, the strategy statement was revised and updated 
and three new strategic objectives were incorporated into the framework: broad-based 
economic growth, environment, and democracy. The revised statement (strategic plan) 
includes all nearly all the "strategies for sustainable development" emphasized by the USAID 
Administrator. Only population and health is excluded. 

The strategic vision was also redefined to include: Sri Lanka as a Green, Democratic, 
Newly Industrialized Country (NIC), with broad-based sustainable development. 



The strategic vision places private initiative at the center of development. The 
AgENT project is consistent with this vision and has as its primary objective the mobilization 
of entrepreneur capital and promotion of private sector agri-business in Sri Lanka. The 
project is strongly committed to private sector development and to the creation of an 
effective and dynamic market economy in Sri Lanka, one of the key subgoals in the strategic 
framework. 

The goal of AgENT coincides with one of the four program objectives, to diversify 
and commercialize agricultural systems. In this regard, the project focuses on ten 
commodity groups with significant income potential, intending to diversify Sri Lanka's 
agricultural base; stimulate entrepreneur development in production, processing, and 
marketing; and realize new opportunities for export agriculture. 

AgENT is helping expand investment and improve business performance in the 
agricultural sector by expanding markets, increasing agro-industrial value added, and 
exploiting new market development opportunities. It is also sensitive and responsive to 
conservation issues. It is therefore contributing to two other program objectives as well. 

The possible amendment of the AgENT project paper to include policy and farmer 
organization components would significantly improve the project's overall efficiency in 
diversifying and commercializing agricultural systems and provide important complementary 
support to economic development beyond the agricultural sector. 

The project is also consistent with three of the AID Administrator's four strategies for 
sustainable development: broad-based economic growth, environment, and democracy. It is 
also paying adequate attention to cross-cutting themes relevant to its activities, such as U.S. 
technology, exports and investment, human productivity, women in development, and 
regional balance. 

The project is active in the four main agro-ecological regions: the low-country wet 
zone, the up-country wet zone, the mid-country intermediate zone, and the dry zone. It is 
well balanced regionally. Plantation crops have potential for AgENT support if the 
assistance is delivered to enterprises on private lands. 

The project office has a division that deals exclusively with women in development. 
The activities in which women are being trained and assisted include high-value crop 
cultivation (vanilla) and food processing (spices and fruit). 

Wherever possible, the project is making use of U.S. technology to facilitate and 
expand agri-business in Sri Lanka. Specific examples are poultry and ornamental fish. 

Sustainability is one cross-cutting theme that is of concern. The strongest element of 
the project is its technical assistance component, which is highly customized. The project is 
also producing technical literature that is of value to universities, research institutes, private 
agribusiness firms, and agricultural entrepreneurs. There are no local consulting firms 
specializing in agri-business, nor are there any government or semi-government 



establishments capable of replicating the role that AgENT is playing in stimulating growth 
and expansion of the private agribusiness sector in Sri Lanka. 

In other words, when the project ends in four years from now, it may not leave 
behind a mechanism for servicing its existing clients and for generating new agro-enterprises. 
A critical issue is whether project momentum and impact can be sustained beyond project 
life. The only apparent satisfactory solution to this problem at this time is a follow-on 
project to AgENT in 1998. 

52. Conclusions 

AgENT is strongly supportive of the strategic framework and is, in fact, crucial for 
realization of the mission's program vision and strategic objectives. The issue of 
sustainability, however, is not being adequately addressed by the project at this time. 

K. Effectiveness of Project Financial Management 

K1. Findings 

During the first 18 months (through August 1994), project expenditures were $3.9 
million, out of a total OSU-AgENT budget of $13.7 million (see Annex J). The major cost 
issues during this period involve commodities, training, and the AED grant. Because 
commodity expenses were far greater than anticipated, 85 percent of that line item has been 
spent. While equipment, computers, vehicles were somewhat more costly than originally 
budgeted, promotion costs and business information center costs were the main expense. 
High promotion costs were incurred in mounting an early, proactive campaign to recruit 
project clients. 

Since that effort has effectively informed the target audience about project objectives 
and business development assistance opportunities, promotion costs should be minimal 
throughout the remainder o f  the LOP. Business information center costs are much greater 
than anticipated. The AgENT team quickly discovered that the project is one of the few 
sources of timely, comprehensive business information on key agricultural enterprises. 
While performance to date has met planned output requirements without budgetary 
constraints, future commodity requirements cannot be met with the current $761,000 line 
item. 

Training costs have been much lower than anticipated because the AgENT team has 
found that local training programs are more focused and effective than overseas program. 
By concentrating on local training, the project has been able to train more participants at a 
lower total cost than would be possible with overseas programs. This has allowed the project 
to conduct more training than was planned for this period for only 15 percent of the training 
budget. The costs for the anticipated future high rate of local training will be well within the 
current $820,000 training line item. 



The AED grant program was envisioned to handle much larger. grants than the 
AgENT team has found prudent and effective. While the project planned to issue grants that 
averaged $20,000 or more, with at least five grants of $100,000, actual grants have averaged 
$2,780, or $4,641 per client (Annex I). The largest equipment grant has been for $36,000 
(50-50 cost sharing for poultry processing equipment) and the largest production trial grant 
has been $49,400 (64-36 cost sharing on vanilla trials). 

The AgENT team has packaged relatively small grants to match the clients' financial 
and risk capacity while maintaining control to expand or reduce support according to the 
clients' performance with past AgENT grants. While the grant volume to date has been 
modest in comparison to design assumptions and the experience in many USAID enterprise 
development projects (such as TIPS), AgENT quickly established sustained momentum in 
building a client base. 

Over the remaining LOP, it is reasonable to expect that the current client base and 
new clients will build a much higher monthly rate of effective grant demand. Since only 
$1 13,000, or three percent, of the budget line item has been spent to date, it is also 
reasonable to expect that future grants will be well within the current budget. The 
discrepancy between the $1 13,000 grant expenditures in Annex I and the $576,000 grant 
expenditures in Annex H is due to the project field office accountants withholding grants 
from the contractor invoice until all phases of a client's grant program have been completed. 
This practice has been dropped, and future grants will be invoiced as they are dispersed in 
the field. 

The contractor is proposing a no-cost budget amendment to adjust line items for four 
key resources: personnel, commodities, training, and the grant fund. Thirty-two additional 
person-months of expatriate short-term technical assistance are proposed. This labor 
adjustment would increase the current salary and fringe benefit balances by 67 percent and 
47 percent, respectively. 

The commodity line item is proposed to be increased by 386 percent over the current 
budget balance, from $1 17,000 to $567,000. This cost change is proposed to meet 
anticipated growing demand for business information center services. 

Most of the proposed increases in personnel and commodity budgets would be funded 
by reducing the training budget balance by 29 percent, from $692,000 to $492,000. 

The current grant fund balance is proposed to be reduced 19 percent, from $3.37 
million to $2.74 million. 

K2. Conclusions 

The team concludes that the current budget balance of $9.8 million is sufficient to 
meet planned goals and objectives over the remaining LOP, as long as line item adjustments 
are made to cover higher commodity and personnel costs than were planned at project 
inception. The commodity and personnel cost increases over the remaining LOP are well 



within the range of  unneeded training funds. There is  also flexibility to shift some of  the 
costs to the AED grant fund without compromising the project's investment promotion 
program. 



SECTION III 
CONCLUSIONS ON GENERAL ISSUES AND LESSONS LEARNED 

In this section, we examine the six general issues detailed in the evaluation scope of 
work. Less emphasis is placed on findings because the issues transcend all aspects of the 
project. Instead, a broad set of conclusions are derived from the overall impressions gained 
in addressing specific critical issues in Section 11. The conclusions are used to identify key 
lessons learned from project experience to date. 

A. Relevance 

AgENT's approach is consistent with the current development strategies supported by 
the current AID policy statements and adopted by the GSL. The project emphasis on 
entrepreneurial development is at the heart of all private sector development efforts, and it 
serves as a stimulant to restructure the agricultural sector in a rapidly changing international 
economy. The project directly supports USAID's Strategic Framework. 

The current emphasis on assisting already established enterprises is justified in view 
of the project's limited resources, the pervasive weakness of entrepreneurship in the private 
sector, and the high failure rate for new enterprises. The project's commercial development 
efforts are directly increasing farmer income, first by lowering production costs at a given 
product price and then by expanding production more quickly than prices of relatively elastic 
products fall. 

B. Effectiveness 

The project is malung satisfactory progress towards its stated objectives. However, 
new emphasis is needed on expanding client investment and increasing marketing efficiency 
downstream from growers. The project emphasis on enterprise development is being 
addressed within a framework that also recognizes the need to take an industry-wide 
perspective on each priority commodity or product. Clients are supported within an 
assistance framework that regularly evaluates links between the clients and adjoining market 
levels upstream and downstream to assess opportunities for reducing marketing costs (of 
inputs upstream and products and services downstream). 

Overall, inputs are being provided in a timely manner with adequate quantity and 
quality. However, in  the case of financial services, special effort is needed to accelerate the 
rate of investment, both from the project grant fund and from project clients and their 
surrounding competitors. 

Work plans are well designed and monitored to guide project implementation. 
Quarterly progress reports are keyed directly to work plan elements. The resulting use of 
work plans and quarterly reports allows effective monitoring of critical project tasks. 
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C. Efficiency 

The project has used its resources to maximize the benefits of its assistance to the 
target audience. Clients are screened to minimize wasting assistance on enterprises that will 
fail or lack adequate motivation to benefit from AgENT. Therefore, the main project effects 
are produced at an acceptable cost (compared to alternate approaches) to serve a broad 
audience. 

In view of limited project resources and the agricultural sector's historical weak 
investment potential, the AgENT team is taking a prudent course in conducting screenings. 
While the target for each grant is 50-50 cost sharing, the project has not rigidly enforced that 
policy. For the 37 clients who have received grants for equipment investments, AgENT has 
supplied about 45 percent of the total investment cost. 

Business information services are targeted to clients that have specific information 
needs. 

Production trials are conducted to maximize grower access to ongoing results and 
commercialization potential. 

The project has demonstrated significant cost savings by concentrating on local rather 
than overseas training programs. Training programs have been focused clearly on local 
commercial, entrepreneurial development issues at lower cost per participant. This has 
allowed far more participants to be assisted at a lower total cost. 

D. Impact 

The project has generated a broad base of commercial interest in its program that 
extends beyond its client base. This interest is helping spread the technical innovations 
introduced by the project. Moreover, the project promotional campaign is stimulating a 
broad renewal of entrepreneurial values and support for private sector approaches to 
economic and social development. 

While the failure of the World Bank to provide the Agricultural Support Services 
Project with a $6 million investment fund might have had a negative impact on the project, it 
is not clear that the fund would have been used to strengthen the local financial market. 
Because typical World Bank investment fund programs have historically circumvented, rather 
than improved, existing financial market constraints, long-term benefits are often less than 
expected. 

AgENT's impact on financial services will be greatest if it continues to concentrate 
on improving financial market efficiency rather than yielding to the demand to provide 
cheaper credit than is available in competitive markets. 



The decision to use an advisory board instead a government agency for host country 
project guidance has had a particularly positive impact on the AgENT teams' ability to 
identify and exploit market development opportunities. 

In the case of legume and pyretherum trials in the highlands, tea estate mangers are 
eagerly monitoring the results for quick commercialization in place of unproductive tea 
stands. This behavioral change, which has evolved within the current project year, is the 
most dramatic example of the project's impact on agriculture diversification. 

Experience indicates that, even if the legume and/or pyretherum trials find those crops 
infeasible, the tea estate managers have been exposed to a new competitive spirit that is 
distinctly different from the monoculture mentality that the tea industry has practiced for the 
past century. Tea estate managers, as well as most project clients, are watching project 
activities to identify new enterprise choices, expanded access to markets, and increased 
opportunity for their businesses and the workers and businesses (including growers) that are 
linked to them by competitive commercial interests. 

E. Sustainability 

The project's effects on entrepreneurial development will continue well beyond the 
LOP. However, the main focus of these effects will be the clients who have exploited the 
advantages of one-on-one assistance from the project. The issue of how project activity will 
contribute to sustainability has two elements: the behavior of clients and the perpetuation of 
the project's technical assistance component. 

Each client is receiving quality technical assistance on production, marketing, and 
financial management aspects of effective entrepreneurial development. Changes in firm- 
level sales, employment, and investment give only a partial picture of the project's long-term 
impact. On a more qualitative level, the clients are undergoing fundamental changes in their 
approach to innovation and risk, the two essential requirements for successful entrepreneurs. 

The behavior among a small sample of the 124 clients who have received cost-sharing 
investment support from the project indicates that they are aggressively applying those 
investments to expand and sustain their businesses well beyond the LOP. Competing firms 
will benefit from client successes by adopting their AgENT-induced marketing, management, 
and production innovations. 

However, AgENT is much more than an investment promotion activity. The 
project's technical assistance program is essential to ensure that each client is able to fully 
exploit investment cost-sharing. AgENT specialists provide unique training and technical 
assistance on business development that is not available from any Sri Lankan institution in 
the public or private sector. 

After reviewing the potential for continuing project activities in government agencies, 
universities, trade organizations, non-profit institutes, and private consulting firms, the team 



concludes that none of these entities is a viable option. None of these organizations currently 
provides a focused supply of the services agro-enterprises needed to maintain and expand 
their operations, and they do not show the capacity to develop such capabilities during the 
LOP. 

At the moment, the project's best hope for sustainability is to maximize its client 
base, consistent with quality assistance, and expose the widest range of surrounding 
competitors to the clients' successful investments and entrepreneurial innovations. The 
AgENT Advisory Board is aware of the importance of sustainability and may constitute an 
important vehicle for stimulating local organizations to exploit and perpetuate AgENT's 
technical assistance package. 

F. Gender Concerns 

Gender concerns are an integral part of the design and implementation of the project. 
The recent creation of the AgENT women's program and its strong collaboration with the Sri 
Lanka Professional and Business Women's Association are clear indicators of sustained 
commitment to enhance women-owned firms' access to project assistance. The women's 
program has been implemented in two phases to promote project assistance opportunities to 
women entrepreneurs and engage the highest possible number of qualified clients. 

AgENT has produced three important lessons on designing and implementing effective 
enterprise development projects: 

1. The use of an advisory board filled mainly with agro-entrepreneurs, rather than a 
government agency for host country project guidance, has allowed the team to 
quickly focus on issues that the private sector regards as top priorities. 

2. The decision to mount an aggressive promotion campaign at project inception 
allowed the project to gain implementation momentum i n  the face of a weak 
entrepreneurial environment. 

3. The decision to concentrate on selecting clients from established, rather than new 
firms, has allowed the project to identify more productive investment and 
technology transfer opportunities and avoid the high failure rates usually associated 
with new businesses. 



SECTION rV 
RECOMMENDATIONS 

A. Market Development Studies 

The market development technical reports completed to date provide excellent 
analyses of the production and marketing issues that entrepreneurs must consider when 
expanding current sales or entering a new market. However, the reports do not provide a 
comprehensive and consistent picture of each product's overall competitive position in the 
industry. It is recommended that the following features be added to the preparation of future 
reports to give a consistent indication of competitiveness. 

Al.  Industry Flow Diagrams 

Each study should summarize the current knowledge about market links along the 
marketing channel for a particular industry by diagramming the relationship between 
production and downstream marketing. The diagrams could indicate the volume and sales 
value at each major market node from the farmgate, through wholesale market 
intermediaries, to either export or retail markets. These diagrams will set the stage for 
cultivating a uniform perception of the volume and market structure of the industry. 

A2. Competition Chains 

The market price should be traced along the same channels depicted in the industry 
flow diagrams to show the margins between each market level. For example, if the farm 
price for a product is Rs 100, and the import price in the target market is Rs 200, the 
competition chain should show the successive margins from the farmgate, through domestic 
markets, to the export market. Then it should show the margin required to land the product 
in the target country. 

If the landed price of Sri Lanka's product exceeds the current competitive price in the 
targeted market, the competition chain will quickly show how much the price has to be 
lowered to be competitive and at what market level those cost savings may likely be 
achieved. For each commodity that AgENT is supporting, a competition chain should be 
developed for each target market and widely circulated within the industry to inform 
producers and marketers of the magnitude of cost reductions they must achieve to enter that 
market. 

A3. Crop Production Feasibility Studies 

The production trial protocols are well designed and managed. The individual 
enterprise budgets give reasonable estimates of production costs and profitability per unit of 
land. However, the introduction of new crops requires information on how those crops 
compete with current crops for land, labor, and water resources, as well as their profitability 
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in the overall enterprise mix of each grower. It is, therefore, recommended that each new 
crop feasibility study include a "whole farmn or "whole hectare" comparison of the grower's 
enterprise mix "with" and "without" the new crop. 

This exercise is particularly important in determining whether legumes, potatoes, and 
pyretherum are competitive on tea estates. The tea estate managers want to know the 
profitability of one hectare of tea relative to any crop combination other than tea. If the tea 
plants are removed, pyretherum can be treated as a perennial crop occupying the land for a 
succession of full calendar years. However, if legumes or potatoes are planted, there may be 
gaps during the calendar when no crop is in season. 

Whole farm or whole hectare budgeting will show how competitive the various 
rotations are in fully using one hectare of estate land and the complement of labor that is 
permanently attached to the estate to support that hectare when it was planted in tea. 

B. Downstream Market Development Opportunities 

The AgENT team's efforts to develop new enterprises upstream at the 
producer/grower level are laudable. However, there are tradeoffs between new enterprises 
and future market innovations that demand more attention in market development studies. 
Therefore, we recommend that the competition chains be studied for opportunities to reduce 
market processing, packaging, storage, distribution, transportation, and brokerage costs 
downstream. 

While these initiatives are not as exciting as the prospect of introducing a new 
enterprise, the cost savings can be far greater than the gains from the new enterprise. Cost 
savings in existing market functions can also lead to further integration across commodities, 
as well as indicate where competition for market services can be improved. 

C. Emphasis on Improved Financial Market Performance 

The planned World Bank investment fund in the project design raised expectations of 
a new source of local capital. Unfortunately, the country's history of high non-performance 
and loan defaults has created a strong belief that these investment funds are a social 
entitlement. These funds have often been loaned at rates significantly below rates in 
competitive financial markets. 

Subsidy costs must be covered by the government and donors. The most serious 
problem is the circumvention of existing financial market mechanisms, which must operate 
efficiently against whatever rate the central bank supports to achieve balance of payments 
equilibrium. 

It is, therefore, recommended that AgENT concentrate its financial services efforts on 
improving the efficiency of existing local financial markets rather than introducing a new 
source of outside capital. The proposed new bond guarantee program appears to be an 
effective means of mobilizing local capital for agro-entrepreneurs. 



D. Refinements in Monitoring and Evaluation 

We recommend that the project logfrarne be modified to include more specific 
verifiable indicators on purpose level performance goals. Annex L includes a brief 
discussion of the types of indicators that can be practically measured with existing project 
resources and applied in effective evaluations of project impacts. 

E. Environmental Management 

While the crop production trials do not appear to be producing adverse environmental 
impacts, the use of pesticides/fungicides by some clients raises potential environmental 
regulatory problems for the project. Since USAID is obligated to comply with US 
environmental regulations, the project should assist the mission in determining whether 
pesticide use is essential for the production trials or any activity with direct AgENT support. 

If pesticide usage is essential, the project should assist the mission in preparing 
documentation according to the requirements of 22 CFR 216.3(b)(2)(iii). These requirements 
would require periodic testing, as established by US Environmental Protection Agency, UN 
Food and Agriculture Organization, and UN World Health Organization, to ensure that crops 
do not contain chemicals that exceed tolerances for human consumption. 

If pesticide testing is determined to be necessary for AgENT crop production 
assistance, the team should collaborate with the mission environmental officer to identify 
local firms that can provide this environmental management service. Since Sri Lanka intends 
to expand its export market in  horticultural products, more stringent environmental standards 
will be imposed by importing countries before long. The benefits of early establishment of 
an environmental testing industry within the country will be congruent with private sector 
development and cost-effective environmental protection. 
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ANNEX B 
EVALUATION SCOPE OF WORK 

A. Activity to be Evaluated 

Title : Agro-Enterprises(AgENT) Project No. 383-01 11 
AID-LOP Funding: $14 million 
Host Country Contribution: $20.5 million 
Date of Project Authorized: 3/ 13/92 
Date of Project Agreement Signed: 5/21/92 
PACD: 9130198 
Implementing Grantee: Oregon State University (OSU) 

B. Purpose of Evaluation 

This will be the first interim evaluation of the Agro-Enterprises (AgENT) project. 
The primary purpose is to provide USAID/Sri Lanka and the National Policy Planning 
Department and the Ministry of Agriculture with an in-depth assessment of project 
implementation and progress and recommend any modifications to improve the likelihood of 
achieving the project purposes. 

The evaluation will assess the delivery of USAID and GSLJPrivate Sector project 
inputs, progress toward achieving the project purposes, and the impact of project activities to 
date. It also provides clear guidance on what future action may be needed to ensure 
sustainability of AgENT-or an organization that can continue the services provided by 
AgENT-and the validity of initial design assumptions and strategies. 

The evaluation will also examine planned inputs for the remainder of the project and 
recommend any changes needed to achieve the project purposes. Particular attention should 
be given to technical assistance. The evaluation will also examine the project's relevance to 
the Mission's Strategic Framework, and especially its contribution towards the strategic 
objective of "Increased competitiveness and growth of markets and enterprises." 

C. Project Background and Summary Description 

Research in Sri Lanka has demonstrated the capacity to increase farm income through 
diversification and commercialization of the agriculture sector. Significant yield 
improvements are possible, and farmers will readily accept new technologies if rewarding 
markets are available. Furthermore, an increasingly active private sector is emerging in 
production, marketing, and processing in the once government dominated agricultural sector. 

However, new strategies are necessary to introduce appropriate production 
technologies, increase the amount of value added processing, expand the commercial 
outgrower schemes, and develop active marketing and financial linkages. Technical 
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innovation and support is necessary to help Sri Lankan firms and individuals establish new 
competitive agro-enterprises. Flexible and creative investment packages are required in all 
parts of the agricultural production, marketing, and food processing industry. 

The AgENT Project addresses the unmet demand for comprehensive, creative, 
technical, and financial services required to develop Sri Lanka's agro-industrial sector. The 
project provides assistance to emerging and expanding agro-enterprises through a 
combination of technical services in production, processing and marketing, research, and 
training. It supports agro-industrial development and investment packaging to leverage an 
increased share of the financing available through commercial banks and other financial 
institutions. 

The project mobilizes significant local resources through private investments from 
participating financial institutions and agro-entrepreneurs. Therefore, the project addresses 
the principal constraint to development of the sub-sector. 

USAID inputs include: 

Short and long-term U.S. and Sri Lankan expertise, including operating costs for 
an information and service center 

Agro-enterprise development grants 

Agro-enterprises training funds 

Equipment and materials 

Market development and research 

Analysis of policy issues and related environmental issues 

Other inputs for the project include: 

In-kind contributions from individuals and institutions involved with research and 
development in collaboration with agro-enterprise development grants 

Investment funding or owners equity put up by private agro-entrepreneurs and 
financial institutions 

The project feasibility derives from market forces that direct investment and project 
activities. However, the project also recognizes a link between the resulting economic 
growth and poverty alleviation through the generation of employment. In addition, the 
project gives special attention to promotion of investments in women-owned businesses or to 
businesses where women are primary beneficiaries. 



Professional guidance and oversight for the project is provided through an advisory 
board composed of key GSL officials and representatives from business and participating 
financial institutions. The Board advises on matters concerning implementation and helps to 
develop strong links with the agricultural, financial, and agri-business community. 

The AgENT project office in Colombo will serve as an informal technical resource 
center for entrepreneurs. The project technical assistance team advises entrepreneurs on 
agri-business development and obtains marketing, production, and processing technology 
information for entrepreneurs as required. 

Initially, the project advertised the availability of its services. This approach was used 
to inform potential clients about the availability of services and promote the idea of agro- 
enterprise investments. Potential clients include private sector individuals, farm 
organizations, or businesses that are willing and able to pursue an agro-enterprise investment. 

Potential clients request assistance from the project. Requests for information and 
advice are fulfilled by the project team as much as possible. Requests for more specialized 
information or assistance for research or development of innovative new businesses are 
reviewed separately. Assistance is provided if the proposals meet certain criteria, including 
expected returns from the enterprise, the degree of innovation in the enterprise, the financial 
commitment and management capabilities of the clients, the environmental safety of the 
activity, the potential benefit to farmers and unemployed, and the potential benefit to the 
country. 

The project may also provide consultant services, training, marketing assistance, research 
and development grants, proto-type equipment for processing, and management assistance. 
Clients are expected to jointly finance the activities. The matching contribution will depend 
or. the cost of the activity, the ability of the client to pay, and the potential benefit from the 
enterprise development. 

The project works with the agricultural enterprises clients propose that meet the 
criteria for assistance. It may cover a broad range of production and processing activities 
and may include livestock, plantation crops, horticultural export crops, and crops for the 
domestic market. 

The project adheres to the theory that private investors and the market will seek the 
most profitable investments. Those are the enterprises that should receive support. 
Emphasis will go to outgrower production activities and "big investor, small producer" 
whenever possible. 

C1. Project Goal 

The project goal for the AgENT Project is to diversify and commercialize agricultural 
systems. Diversified, commercialized agricultural systems can be expected to generate the 
increased employment and higher incomes required as a base for rural development and 



future economic growth. Agricultural diversification and intensification is most compatible 
with Sri Lanka's natural resources and cultural traditions. 

C2. Project Purpose 

The project purpose is to stimulate the development and expansion of private agro- 
based enterprises. The project builds on existing entrepreneurial firms and individuals with 
interest in investments in the agricultural sector and on the production base capable of 
producing a wide range of crops and products at reasonable cost. In the past, few 
investments other than tea, rubber, and coconut have been made in this sector because 
government economic controls and policies favored production of subsistence food crops. 

C3. Project Outputs 

C3a. Agro-Enterprise Investments 

The project is expected to generate approximately 50 new agro-enterprises, as well as 
expansion and improvements in approximately 300 others. These investments will result 
from technical innovations introduced by the project, new market opportunities, and the 
financing provided through participating financial institutions. Other firms and entrepreneurs 
will benefit indirectly by the spread of project introduced technology and the ability to enter 
new markets pioneered by initial investors. 

Substantial investments will also be made with entrepreneurs' own capital or resources 
from other sources. The project actively promotes joint ventures with U.S. firms wherever 
possible and is compatible with USAID policies and regulations. 

The investments will result from market forces. Private sector entrepreneurs will 
identify the geographical areas, products, and types of enterprises to be financed. Farms, 
which also operate as small businesses, will benefit. An estimated 9,700 farmers will supply 
products for the agro-enterprises established with project assistance and financing. 

C3b. New Technologies 

Over the life of the project, approximately 100 new technologies are expected to be 
introduced in the enterprises assisted. These technologies will include germplasm, improved 
pest and disease control, and harvesting techniques for proper time and size for best quality. 
Post-harvest handling improvements will include in-field or close-to-field packing, 
introduction of proper packing crates, proper cooling, improved transport to reduce loss, and 
improved handling at wholesale markets. 

Several processing technologies are expected to be introduced including modem juice 
plants, fruit drying, improved packaging materials for foods, frozen fruits and vegetables, 
processing of crop by-products, and processing of livestock products. 



C3c. Market Development 

The Agro-Enterprises Project will improve market links among producers, 
intermediaries, and consumers. Project assisted firms and entrepreneurs will develop greater 
sophistication in assessing consumer requirements and planning to provide products at prices 
and qualities demanded by consumers. Improved production and post-harvest technology will 
improve market efficiencies and project-introduced promotional materials will help firms 
better market their products. 

C3d. Improved Public Sector Support to Agro-Enterprises 

GSL agencies and training institutions have been oriented to service the government 
and small farmers as clients, but they have been not directed to service businesses. The 
Agro-En terprises Project will draw government agencies, primarily the Department of 
Agriculture , the Department of Export Agriculture, the Department of Livestock 
Development and Health, the Ceylon Institute of Scientific and Industrial Research (CISIR) 
and Universities. Together with commercial firms, these organizations will work to resolve 
technical problems of economic importance. The project will accomplish this by providing 
funds, jointly with private companies, for research and development projects undertaken by 
government agencies. Approximately 25 will be completed under the project. 

The project will also complete studies of key policy issues affecting the sector. An 
estimated twelve studies and reviews conducted during the project will provide input to 
government policy reform and implementation of procedures to stimulate non-traditional 
agricultural exports and to seek ways and means of better linking small producers with agro- 
enterprise markets. 

C3e. New Agro-Enterprise Financing Mechanisms 

The project will help interested financial institutions to develop new procedures for 
"packaging" agriculture-related investments. The new financing innovations will increase 
confidence between the financial system and the private agro-enterprise sector and will 
increase the debt capacity of entrepreneurs. Confidence will increase through better training 
and greater experience of financial institution staff with agro-enterprises investments. The 
project will also attempt to reduce transaction costs and the time required to process loan 
applications. 

C4. End of Project Status 

By the Project Assistance Competition Date (PACD), it is expected that the project 
will have facilitated the establishment or expansion of approximately 350 agro-enterprises 
with consequent increases in farm incomes and employment. The project is expected to result 
in generation of approximately 13,000 new jobs, increased production valued at $8.15 
million per year in constant dollars, and increased exports of $4 million per year. 



C5. Statement of Work 

The local consultant will work with the expatriate consultant to conduct the evaluation 
and prepare an evaluation report that addresses the major issues and specific questions listed 
below. The expatriate consultants will serve as the team leader and will coordinate the 
inputs of other team members. The report need not be organized according to these issues 
and questions, but it should address them all. 

C5a. Relevance 

We must consider if the project approach is consistent with the current development 
strategies supported by the current AID policy statements and espoused by the GSL. We 
must also evaluate whether problems of national importance are being addressed by the 
project. The following questions must be addressed: 

Are the project activities relevant to the USAID's Strategic Framework? 

Is the project assisting in establishing new enterprises and also in expanding 
already established ones? 

Is the project helping to increase farmer income? 

C5b. Effectiveness 

To evaluate effectiveness, we must consider if the project is making satisfactory 
progress towards its stated objectives. At this stage in the project, special focus on outputs 
may be appropriate, including the following: 

Are outputs being produced as planned or are any major delays evident? Are there 
any constraints? 

Are inputs being provided on a timely manner and adequate quantity and quality? 

Are work plans appropriate and useful to project implementation? 

C5c. Efficiency 

To determine the level of efficiency, we must consider whether the effects of the 
project are produced at an acceptable cost compared with alternate approaches to 
accomplishing the same objectives. The following issue must be addressed: 

Are cost savings or other economies possible in any part of the project? 



C5d. Impact 

The following questions about impact must be considered: 

What positive and negative effects are resulting from the project? 

What, if any, unexpected results are occumng due to the project? 

Are there any discernable impacts on agriculture diversification? 

How have the project activities created new choices, expanded access and increased 
opportunity for the people? 

Review the project and program indicators and the actual progress. Also to 
recommend any new indicators if necessary. 

C5e. Sustainability 

To evaluate the sustainability of the project, we must consider: 

Will effects of the project continue after AID funding stopped? 

Will private firms be able to continue the activities started under the project? 

Can entrepreneurs obtain the services needed to maintain and/or expand their 
operations? 

C5f. Gender Concerns 

The following gender questions must be addressed: 

To what extent have gender concerns been integrated into the design and 
implementation of the project? 

Is there evidence that OSU resources are reaching women-owned firms and helping 
to expand opportunities for women in export oriented companies? 

C5g. Specific Quest ions 

These ten questions about the project must be carefully considered: 

1. How does progress on each of the planned outputs compare with initial 
projections should any of the output targets be changed? 

2. Are the assumptions noted during project design in the logical framework still 
valid? What has been the impact of these assumptions? Is the policy 



environment appropriate to allow achievement of project objectives? 

3. To what extent do project benefits accrue to men and women? Can project 
benefits be desegregated and measured by gender? 

4. Is the project monitoring system appropriate and useful? Is the MIS is capable 
of providing the required information to monitor project progress and impact 
in a timely manner. 

5 .  Are planned inputs for the balance of the project appropriate? Specifically: 

Has home office support been effective? 
Has technical assistance been effective? 
Has training been effective? 
Have agro-enterprise development grants been effective? 
Have GSL program support activities been effective? 
Has the information center been well used and effective? 
What changes in inputs are desirable for the balance of the project? 

6. Are there any unanticipatedladverse environmental impacts of the project? If 
so, what are the problems and possible remedies? 

7. Has there been compliance with all project covenants and conditions 
precedent? 

8. What is the relevance of the project to continue the activities started by other 
Agric portfolio projects? Once those projects are over, how could AgENT 
intervene in doing so? 

9. What is the nature of commitment of the GSL officials in providing 
professional guidance and oversight through the advisory board? 

10. Do the USAID program outcomes and indicators reflect project activities and 
contribute toward the mission strategic framework? 

In any of these areas or any others identified by the evaluation team, special attention 
should be focused on identifying any aspect of the project where implementation is 
substantially behind schedule and suggesting practical means of overcoming implementation 
problems. 

In the evaluation report, the evaluation team will distinguish between their findings 
(the evidence), their conclusions (interpretations and judgements about the findings), and 
their recommendations. The team will indicate the agency or unit responsible for 
implementing recommendations and include the lessons learned and any significant successes 
achieved through the project. 



After completing the evaluation report, the team leader will complete a draft Project 
Evaluation Summary and abstract for use by USAID/Sri Lanka. 

C5h. Methods and Procedures 

Ln conducting the evaluation, the evaluators will: 

Review all relevant project documents 

Interview as many key project personnel as possible, particularly including those 
from the Ministry of Policy Planning and Ministry of Agriculture, private sector 
clients and officers of financial institutions, USAID, and the technical assistance 
contractors 

Interview randomly selected farmers and other relevant private sector agribusiness 
firms 

All project files will be available to the evaluators in the office of the Project Officer, 
Agriculture and Natural Resources office USAID/Colombo. A review of the following 
background documents is essential: 

Project paper 
Project logical framework (Logframe) 
Grant agreements 
Updated L.O.P. work plan 
OSU cooperative agreement and scope of work 
Quarterly and consultation reports 
USAID country development strategy statement 

Key persons to be interviewed by the team will include the following: the USAID 
Project Officers, OSU Chief Of Party, OSUIDAI Team members, farmers, agribusiness 
firms, Ministry of Agriculture, Department of Policy Planning and the University of 
Peradeniya Agriculture faculty. 

C5i. Logistic Support 

The contractor shall use funds provided in the budget to arrange for domestic and 
international travel, computer rentals, office materials, report production, secretarial support, 
office space, communications, and other miscellaneous expenses. USAIDISri Lanka will 
provide no logistical support. 

C5j. Level of Effort 

The evaluation will be conducted by the contractor's evaluation team, consisting of a 
Team Leader and a local-hire Evaluation Specialist. The contractor's evaluation team will 
consist of the following two professionals. 



Team LeaderISenior Evaluation Specialist 

The primary responsibility of the team leader will be to plan, coordinate, execute and 
manage the overall evaluation. The team leader will also provide technical expertise related 
to the evaluation requirements to determine project relevance, efficiency, effectiveness, 
impact, and sustainability. The team leader will be responsible for supervising the other 
team member and completing all evaluation documentation. 

The team leader should hold a minimum of a MS or equivalent degree in 
management, an agri-business related field, or Agric.economics with a minimum of ten years 
demonstrated experience in managing and implementing private sector projects' design and 
evaluation work, preferably with USAID projects. The team leader should also possess state 
of the art knowledge of the various modes of assistance for programs aimed at facilitating 
diversifying and commercializing agriculture. Previous experience in Sri Lanka is highly 
desirable. 

Evaluation Specialist 

This local hire specialist will be responsible for gathering data regarding the AgENT 
project. Representative tasks will include collating and presenting data on AgENT during 
the period of project implementation, identifying and obtaining useful research documents, 
and ensuring that all relevant sources of information related to AgEnt are reviewed. 

This person should be a resident of Sri Lanka and should hold a minimum of BS 
degrees or equivalent in management, an agri-business related field, or Agricultural 
economics. An advanced degree is highly desirable. Previous experience in similar 
evaluation assignments is also highly desirable. The local specialist will either be selected 
individually or through a local firm. 

In addition to the two-member team described above, all clerical and administrative 
staff support will be supplied by the contractor. 

It is estimated that the two person team will provide a total level of effort of 65 
person days. A five-and-half day work is authorized in Sri Lanka. 

The level of effort may be adjusted only with the prior written approval of USAID. 

C5k. Financial Issues 

The evaluation team will address the financial issues listed below: 

Whether the funds allocated are sufficient to achieve the project goals and 
objectives 

Whether the LOP budget exceeds project needs 



Which project element(s) are concerned and whether a modified budget or a 
deobligation of funds is appropriate 

C51. Reports 

The team leader will be responsible for submitting a draft evaluation report no later 
than 20 working days after the evaluation team begins work. Review comments will be 
given to the evaluation team within four working days of submission of the draft. Fifty 
copies of the final printed report shall be submitted to the USAID project officer prior to the 
departure of the team leader from Sri Lanka. The report shall address all questions 
contained in the scope of work and shall include but not be limited to the following sections: 

1. Title page 

2. Table of contents 

3. A basic project identification data sheet 

4. An executive summary (This section 

5. List of acronyms 

6. Project evaluation summary 

7. The body 

8. Conclusions and recommendations 

The executive summary will be used for the agency's computerized record of 
evaluations and must be able to stand alone as a separate document. It is limited to 3 pages, 
single spaced, and should contain all elements required on page 25 of  the ANE Bureau 
Evaluation Guidelines available in USAIDISri Lanka. 

The body of the report discusses findings will be limited to approximately 30 pages 
with any especially lengthy analysis or listing of data placed in the Appendices. 

All copies of the draft report shall clearly be labeled "draft." The title page of the 
final report shall include the following disclaimer: "This report presents the independent 
findings and recommendations of an evaluation team. It does not necessarily represent the 
official views of the Government of Sri Lanka or the Agency for International 
Development. " 

A debriefing will be scheduled at USAID shortly after the submission of the report. 



C5m. Relationships and Responsibilities 

The evaluation team will report to the USAID AgENT Project Officer and Chief of 
the USAID office of Agriculture and Natural Resources. The local consultant will report to 
the team leader and be responsible to him for completion of the evaluation activities and 
contributions to the evaluation report. 

The evaluation team will work closely with the OSUIAgENT team in visiting project 
activities and understanding constraints, strategies and programs. 



ANNEX C 
LIST OF PERSONS INTERVIEWED 

Name, TiUe Organization 

Rohan Fernando, Managing Partner, 
Henricus Fernando, Joint Managing Directors, 
Mr. K. Gunartnam, Chairman, 
Dr. S.R. Rajiyah, Managing Director, 
R.M. Nissanka, Proprietor, 
R.S.M. De Alwis, Joint Managing Director, 

Dr. S.D.G. Jayawardena, Director, 

Dr. Jinasiri Fernando, Acting Director of Agr., 
Dr. Sarath L. Weearasena, Deputy Director, 

Dr. Colin N. Perisis, Senior Lecturer in Horticulture, 

Dr. Nimal Ranaweera, Deputy Dir.-Proj. Evaluation, 
Dr. Dilal Kahandawela, 
Dr. D.E.M. Weerakoon, Dep. Director-PolicylPlans 
Ranjit Fernando, DirectorIGen. Mgr, 
Mano Nanayakkara. CEO, 
Arne Svinningen, President, 

Chairman and Managing Director, 
W.A. Assiriyange. Sales Manager, 
R.N. Bopearatchy, Director, 
Ken Fry, Managing Director, 
Ajith Fernando, Assistant Vice President, 
Peter Smith, Managing Director, 
Philip J. Wevita. Proprietor. 
Faize Mohideen, Director, 
L.G. Perera, Assistant General Manager, 

S.C. Lecamwasam, Executive Director, 
Ms. Rohini Abeysuriya, Operations Director, 
Shaheen Cader, Project Director, 
Tissa De Alwis, General Manager, 
Dr. C.P. Pillai, ChairmanlManaging Director, 

Ravi Abayagunawardana, Managing Director, 
G. Kavindra Seneviratne, General Manager, 
Marcel Penes, Director-General Manager, 
Hemaka Amarasuriya, Chairman, 
A.C. Gunasinghe, Managing Director, 
L.C.R.deC. Wijetunge, DirectorICorp. Affairs Mgr, 
W. Dennis Gmbb, Director, 
Gary E. Alex, Agricultural Project Officer, 
Richard Nishihara, Agriculture Development Officer, 

Angel Aquarium, 
Hiram Cordial Co., 
Sri Lanka Export Development Board, 
Renuka Enterprises, 
Keppetipola Rubber Industries, 
MA's Tropical Food Processing 
e t )  ~ t d ,  

Horticulture Research and Development 
Institute, Department of Agriculture, 
Department of Agriculture 
Seed Certification and Plant Quarantine, 
Department of Agriculture, 
Faculty of Agriculture, 
University of Peradeniya, 
Department of Agriculture 
Agriculture Research Station, 
Sri Lanka Export Development Board, 
National Development Bank, 
CF Venture Fund, Ltd., 
Floriculture Produce Exporters' 
Association, Green Farrns Limited, 
Chemical Industries (Colombo) Ltd., 
Chemical Industries (Colombo) Ltd., 
Nutrena (Pvt) Ltd., 
Vanik Inc., Ltd, 
CPC International, 
Pussalla Fann. 

National Planning Department, 
Development Finance Corporation 
of Ceylon (DFCC), 
Resources Dev. Consultants, Ltd., 
Resources Dev. Consultants, Ltd, 
Lanka Market Research Bureau, Ltd., 
Lanka Market Research Bureau, Ltd., 
Agriculture Industry Consultancy and 
Services (PTE), Ltd., 
Agroskills Ltd., 
DPL Plantations, Ltd., 
UVA Western Plantations, (Pvt) Ltd., 
Singer (Sri Lanka) Ltd., 
Lankem Ceylon Ltd., 
Nestle Lanka Ltd., 
Invest Asia (PVT) Ltd., 
USAIDISri Lanka, 
USAIDISri Lanka, 

Location 

Wellatta 
Moratuwa 
Colombo 
Colombo 
Mawanella 

Colombo 

Peradeniya 
Peradeniya 

Peradeni ya 

Peradeniya 
Peradeniya 
Sita Eliya 
Colombo 
Colombo 
Colombo 

Colombo 
Colombo 
Colombo 
Colombo 
Colombo 
Colombo 
Thalangama 

Colombo 

Colombo 
Colombo 
Colombo 
Colombo 
Colombo 

Colombo 
Colombo 
Colombo 
Colombo 
Colombo 
Colombo 
Colombo 
New York,NY 
Colombo 
Colombo 



Lionel Jayaratne, Agricultural Project Officer, USAIDISri Lanka, 
M. Glen Rutanen-Whaley, Proj. Development Officer, USAIDISri Lanka, 
Richard Hurelbrink, Chief of Party, AgENT Project, 
Gamini Kumarage, Deputy Chef of Party, AgENT Project, 
Ralph Chaffee, Financial Advisor, AgENT Project, 
Anthony Dalgleish, MktgIAgro-Processing Adviser, AgENT Project. 
Phillip Mowbray, Production Advisor. AgENT Project, 
Gayatri Abeydeera, Manager, Bus. Lnfo. Center, AgENT Project, 
Charmarie Maelge, Advisor, Women's Dev. Unit, AgENT Project, 

Colombo 
Colombo 
Colombo 
Colombo 
Colombo 
Colombo 
Colombo 
Colombo 
Colombo 



ANNEX D 
AGRO-ENTEXPRISES PROJECT LOGICAL FRAMEWORK 

N m t i v e  Summary Objectively Verifiable lndicntor Means of VerificPti~ lmportnnt Assumptiom 

Project Goal: Measures of Goal Achievement: Goal Verification: Goal Assumptions: 

To diversify and 8 percent annual increase in GSL Reports 
commercialize value of export of non-plantation 
agricultural system crops 1992- 1999 

- Government maintains 
policies neutral to production 
of diversified crops viz-a-viz 
paddy and lnditional crops. 

- High proportion of new 
production goes into expon 
markets. 

Project Purpose: Measure of Purpose Achievement: Purpose Verification: Purpose Assumptions: 

To stimulate the I .  50 new agrrnnterprises - Project reports - Estimated numbers of new 
development and established w i h  some project and improved existing f i m  
expansion of private !alpport. - Evaluation follow-up surveys are based on assumptions 
agro-based enterprises. of firms assisted. regarding size of investments 

and high degree of interest in 
new enterprises. 

2. 300 existing agrrnnterprises 
expand operelions and 
profitability with some Project 
!alppon. 

- Investment climate remains 
wch that entrepreneurs will 
make new investment. 

- Project assistance identifies 
viable new production and 
processing technologies and 
markets. 

Output: Magnitude of Outputs: Output Verification: Output Assumptions: 

1. AgmEnterprise I .  Investments from A g m  I .  Project reports and World I .  World Bank proceeds to 
Investmenu Enterprise Investment Fund for Bank Agriculture1 Support implement AgSS Projecu or 

250 new enterprises or Services (AgSS) Project o h e r  funding is available. 
expansions. reports. 

2. Introduction of new 2. 100 new technologies 
production and introduced. 
processing 
technologies. 

2. Project reports. 2. Enterprises will co-finance 
R&D work with Project. 



3. lmprovcmcnts in 3. (a) 20 outgrowcrlcontract 
market linkages. grower programs m n e d .  

(b) 20 marketing initiatives 
implemented by private 
enhpreneurs .  

(c) 20 new products enter 
expon or  domeslic markets. 

3. Rojcct reports. 3. Entrepreneurs identify and 
move lo exploit new markets 
and new products. 

Output: Magnitude of Outputs: Output Verification: Output Assumptions: 

4. lmproves a g m  4. (a) Agrcnnterprisc Investment 4. Roject reports. 
enterprise financing Fund (AEIF) fully disperses 
facilities. within Lifcaf-Roject 

@) At lead five financial 
instilutions participate in 
AEIF. 

(c) AEIF panicipating financial 
institutions adapt new loan 
appraisal procedures; new 
procedures for financial 
structuring; and make at 
least $250,000 each in 
equity investments. 

5. Lmproved public 5 .  (a) GSL agencies and 5. (a) Rojcct reports. 
rector suppon to universities undertake at 
agrcnnterprises. lead U contract research 

activities for private sector. 
(b) 12 Ptuject policy studies (b) A.1.D. dialogue with GSL 

and reviews are utilized by policy makers. 
GSL in policy formulation. 

4. Participating financial 
institutions are willing lo 
adopt new investment 
appraisal techniques a d  new 
f i ~ n c i n g  methods. 

5 .  No major change in current 
government policies. 



Inpub: Magnitude of Inpub: Inpuls Verification: Input h m p t i o n s :  

I .  A.I.D. 
(a) Technical 

assistance. 

(b) Training. 

(c) Agro-Enterprise 
develop men^ 
Grants. 

(d) Commodity 
Rocurtmenl. 

(e) Evaluation and 
Audit. 

2. Host Country 
(a) Lnvestmenl 

funds. 

Cooperative Agreement Reporio. Cooperative Agreemen1 
(a) Long-Term: Recipient is able to provide 

Expatriate 17 years. varied assistance c o n k m p l d  
Sri Lankan 24 years. by Project and requested by 

Shon-Term: privak s c t o r .  
Expatriate 60 months. 
Sri Lankan 24 months. 

(b) Overseas observational tours - 
60  p e m n s ;  in-country - 1,400 
persons. 

(c) 125 grants totaling $3.5 
million. 

(d) S 700,000. 

(e) Mid-tern and final evaluation 
and audits. 

AEIF - $6 million fif WB project 
approved) 
private sector - $19.8 million 



ANNEX E 
CLIENT SUMMARY 

Total Number of Clients: 
Dormant: 
ClosedITerminated: 
Percent Active: 

Clients Who Are Women Owners: 20 

Client Who Have Received Grants: 124 

Clients Who Have Expanded Existing Businesses: 301 

Clients Who Have Started New Businesses: 2 
(Note: Highland legurnelpyretherum production trials are likely to sharply 
increase the number of new enterpriseshusinesses.) 

Size of Enterprise: (as of 6-30-94) 
Sales 
Micro < Rs 1 million 40 
Small > Rs 1 mill., < Rs 5 million 8 
Medium > Rs 10 million < Rs 50 million 8 
Large > Rs 50 million 3 

Employment 
Self Employed Owner only 
Micro 2-5 employees 
Small 6-25 employees 
Medium > 25 employees 

Turnover 
Category 1 
Category 2 
Category 3 

Type of Assistance Provided: 
Production 
Marketing 
Agri-Business 

< Rs 100,000 23 
> Rs 100,000 < Rs 500,000 16 
> Rs 500,000 < Rs 1 million 8 

Total Training Participants: 4,853 

PREVIOUS PAGE BLANK E- I 



ANNEX F 
OUTPUT SUMMARY 

OutputITarget Summary 

PREVIOUS PAGE BLANK 
F- 1 

1 
OUTPUT Yr 1 Yr 2 

I. Agro-Enterprise Activit ies 

Yr 3 

Tuget  Twget Taget Ach' A/D* 

' Con8ullel1ons m ~ n d l v d u d  AgreEntrpr18es I1 1 

- lnlt ld cl~ent con8ultet1ms 

' 5peud Techn~cd Consultmt Reports 121 

' AgreEntrpr lse Staff T r m n d  (31 

Yr 4 

Taget 

4 2 9  

1 Cf3 

11 

3026 

4 0 0  

8 

5 2 0  

II. Participating Financial lnst i tu t~ons 

Yr 5 

Taget 

8 0 0  

240 

3 0  

4 0 0  

' Reports a, U p d e t d  Basellna Survey 

' R e p ~ s  on New F ~ n m u n g  Sources 

' F ~ n m .  Inst. Staff T r m n d  

T o t d  

1169 

231 

11 

1888 

1 

1 

5 0  

Taget 

I l l .  Agro-enterprise Grants 

AID* 

8 0 0  

3 0  

4 0 0  

1 

0 

5 0  

Roducloon TII.)I 141 

Porlhmvert Hsndlnng TrleJr 

Rocess~ng T r ~ d s  

M a k e t ~ n g  T r ~ d s  

Outgrowr lCml rec l  G r o w r  ln~tietlves 151 

I V .  Envir. & Policy Studies 

6 2 0  

2 0  

4 0 0  

1 

1 

5 0  

8 

3 

3 

3 

3 

3 

5 

0 

0 

14 

14  

0 

V .  Other Activities (8) 

5 0 0  

1 2  

4 0 0  

1 

2 

5 0  

I ' Forrnat~ve Advtsory Board 

Annud Work plan 

Q u w t r t y  Repats 

3 0  

5 

7 

5 

5 

1 

3 1 2 0  

100 

2120 

1 

1 

5 0  

58 

0 

0 

0 

1 

0 

3 0  

5 

7 

5 

5 

1 

1 

1 

4 

1.59 
8 

337 

22  

4.41 
4 

1 

1 

5 0  

2 0  

4 

5 

5 

5 

1 

1 

1 

4 

1 

1 

5 0  

14 

3 

3 

3 

3 

1 

1 

4 

5 

5 

250 

100 

2 0  

25  

20  

21 

7 

1 

2 

2 

2 

100 

81 

0 

0 

14  

15  

0 

1 

4 

1 

4 

1 

4 

1 

5 

2 0  

1 

2 

6 



AID = Achlevd to  data 

(1)  Indudes both m l t ~ d  d l m t  consultation md ddl t lond conrultat~ons wlth enstmg &ants 

(21 Thls Indudes dl t e c h n ~ c d l w k a t ~ n ~  md sedord conrultmcy reports p e p a d  by STILT dvlsors, locd flrms, etc, both lnltld as w d l  ar fdlow-up reports 
13) All p a t ~ u p m t s  trmned p a  ApEnt Trmnlng A m  me reported ~n thls category except those In the Flnmcld lnst~tut~ons who a e  reported sepaatdy. 
(4) Roportln~ of trlds nurnbws IS based on dlffnlng valaaes. ate locat~ons, cutturd p r m c a s  atc. 
(5) Thae 1s no dlst~nct~on batwaw, outprowar achemas d contract growas, dso number raporIed IS based upon ~ n d ~ v ~ d u d  w t g r o w r  schemss establtshd. 
(61 Sactord stud~as a a  reported as Spacld Technlcd Consultmt Reports 

Project Results Summary 

OUTPVT 

Annud ReporI 

I.  Cumuktive 1993 31 Mrrch 1994. 

2. Achieved lo date, beginning 2nd quartcr 1994. 

3 .  lncluda introduction rod dopt ion of nmlimpmvedlupgdedquipmcnt rodlor kchnology which g i v a  cumpaitive edge. 

4. ' Iben is M distinction b c i g  b c c o  oulgmwer u h a n a  rod aon~ract growen. 

5. No .ch ievma(s  are yet rcporled in h i s  category. An effective measurunentsyskm in c m ~ I y  k i n g  dcaigned. 

Yr 5 

T r g e t  

1 

Yr 3 

Target 

1 

Totd Yr 1 

OUTPUT 

New F i  Ins(rumm(s lntroduccd 

F i d  F.cEtatioo Complctcd 

Yr 4 

Taget 

1 

Yr 2 

T rge t  

5 

Taget 

1 

Y r 3  

Target 

1 

10 --------- 
2.4 

10 

30 

100 

5 

2225 

125 

300 

1800 

Taget 

1 

A/D* 

0 

Ach' A D *  

Y r 4  

Target 

1 

10 

2.4 

12 

30 

100 

5 

3875 

100 

400 

3375 

Target 

I 

10 

Yr  l 

Ach' 

I 

3 

Target 

1 

10 

Y r  5 

Target 

1 

10 

2.4 

6 

10 

30 

2 

5000 

100 

325 

4375 

.72 

47 

19 

49 

14 

683 

- 

200 

823 

Yr  2 

Ach' 

2 

20 

2.4 

8 

20 

80 

5 

1150 

125 

- 

200 

825 

lnvcarmeo(s FacEtactd (USS miltiom) 

New hhkct.IPrcducis Developed 

NewAmpmved EquipmenUTcchnobg ia' 

Entcrpri.ca E.tsbliabed or ExpMded 

New OucgmwerlCon~ract Grower P m g m  
btablished4 

Employmat Gcnenctd from Auisted 
Entcrprisca 

- lo h e  Pnrev ing rod hhk+ S d n n  

- lo h e  Prcduclioo Sector' 

- Dimx 

- Oulgrower 

.W 

67 

17 

77 

I 

7% 

598 

198 

561 

2.4 

4 

10 

40 

3 

675 

123 

75 

2 

To ld  

Target 

5 

M 

12 

40 

100 

350 

20 

1 2925 

575 

1 500 

10850 

Ach 

3 

23 

1.7 

114 

36 

126 

IS 

1.479 

598 

0 

398 

1.386 



ANNEX G 
TRAINING STATISTICS 

ame of Program Participants Duration DayslHrs Number Male Female Participant 

Contribution 

3t Quarter - 1993 

d Quarter - 1993 

rnamental Fish Seminar 

aricultural Products Quality Workshop 
oreign) 

9-1 3 May 5 days 

Pvt Sector 3 Jun 2.5 hrs iefing on SL Tropical Fish Industry 

d Quarter - 1993 

Farmers 81 15 26-31 Sep 6 days 
Farm Orgn. 

J Onion Storage (Sinhala Medium) 

~mmercial Cut Flower Production - Anthurium Pvt Sector 23-29 Sep 7 days 
~nhala Medium) 

~mesticlExport Processed Fruit & Vegetable Pvt Sector 3 Sep 
arketing Workshop 

6 hrs 

)riculture Produce Exporters Association Pvt Sector 2 Sep 
arketing Seminar 

6 hrs 

i Quarter - 1993 

mie Training 
nhala Medium) 

Pvt Sector (On-going) 
Commenced 

1 Oct 

ultry Industry Development Seminar Pvt Sector 19 Oct 3 hrs 

BEST AVAILABLE COPY 



Name of Program Participants Duration DayslHrs Number Male Female Participant 

In-Kind 

Contribution 

Women's Agro Enterprise Entrepreneurs Pvt Sector 1 Dec 1 day 
DomesticlExport Marketing Seminar 

Financial Institutions Credit Officer Training Bank Credit 
Officers 

1-3 Dec 3 days 
6-8 Dec 3 days 

Poultry Technology Training Course (Foreign) Pvt Sector 23-27 Jan 5days 

24 Mar 3 hrs Legume Trial Planting Demonstration Plantation 
Sector 

Pyrethrum Trial Planting Demonstration Pvt Sector 4 Mar 3.5 hrs 

4.5 hrs Aromatic Crops DomesticlExport Production Pvt Sector 7 Mar 
and Marketing Workshop 

Potential 'Hill Country"1High Value Export Pvt,Plantation 30 Mar 1 day 
Crops Sectors 
Production Trials and Test Marketing Workshop 

Ramie Training (Sinhala Medium) Pvt Sector 1 Oct 93 - 6 months 20 16 
31 Mar 94 
(completed) 

Dehydration of Vegetables. Fruits, Value 
Addition, 
and Other Problems (Sinhala Medium) 

Pvt Sector1 16-17 May 2 days 
Small Farmers 26-27 May 2 days 
Dev Foundation 1-3 Jun 3 days 

Goat Milk Sterilization (Sinhala Medium) Small Farmers 23 May 1 day 

Dev Foundation 



erne of Program Participants Duration DaysMrs Number Male Female Participant 

In-Kind 

Contribution 

3ective Field Selling Course for Sales Pvt Sector 9- 10 Jun 2 days 
srsonnel 15-1 6 Jun 2 days 
nployed by Small BusinessesEntrepreneurs 
inhela Medium) 

.inciples of Marketing for Smell Businesses1 Pvt Sector 
ltrepreneurs (Sinhela Medium) 

23-24 Jun 2 days 
28 Jun 1 day 

orkshop on Reducing Fruit end Vegetable Market Traders 19 Jun 4 hrs 
lsthawest Losses - Kandy (Sinhele Medium) 

d Quarter - 1994 

orkshop on Reducing Fruit end Vegetable Farmers 
~sthervest Losses - Mawanella (Sinhala 
adium) 

14 July 1 day 

15 July 1 day orkshop on Reducing Fruit end Vegetable Farmers 
c3thawest Losses - Werakepole (Sinhale 
sdium) 

Onion Cultivation/Storage (Sinhale Medium) Farmers 15-30 July 16 days 
5-30 Aug 26 days 

lribusiness MenagementlMarketing Workshop Pvt Sector 19-21 July 3 days 
25-27 July 3 days 
29-31 Aug 3 days 
8-10 Aug 3 days 

~ancial Institutions' Credit Officer Training Banks 8-10 Sep 3 days 
12-14Sep 3deys 

ow to take your business oversees end a Assn of 28 Sep 2 hrs 

~y to success' - Workshop Professional 
Women & 
lnkitees 

TOTAL: 4853 2998 656 153,493.5 

BESTAVAILABLE COPY 



Name of Program Participants Duration DayslHrs Number Male Female Participant 

In-Kind 

Contribution 

Foreign Training: 

2nd Quarter- 1993  

Agricultural Products Quality Workshop ClSlR 9-1 3 May 5 days 1 
(Foreign) 

Poultry Technology Training Course (Foreign) Pvt Sector 23-27  Jan 5 days 



ANNEX H 
PROJECT REPORT SUMMARY 

AgENT 1-93 Agro Enterprise Project 
First Quarter Report, January to April, 1993 

Oregon State University with Development Alternatives, Inc. Fintrac 
Management Advisory Services, Inc. Teams 

AgENT 2-93 

AgENT 3-93 

AgENT 4-93 

AgENT 5-93 

Agro Enterprise Project 
Second Quarter Report, April to July, 1993 

Oregon State University with Development Alternatives, Inc. Fintrac 
Management Advisory Services, Inc. Teams 

Issue No. 1 from AgENT's business, production, processing, and 
marketing information center. May 1993 

Part 1-report on the visit to the major 1993 Thailand exporters food 
fair in Bangkok by Agent's marketingIAgro processing advisory team 

Prepared by Anthony Dalgleish and Anton Wijeratne 

Issue No. 1 from AgENT's business, production, processing, and 
marketing information center, May, 1993 

Part 11-selected Thailand /Singapore trade statistics in support of part 
1 .Report on the visit to the major 1993 Thailand Exporters food fair in 
Bangkok by Agent's marketing1Agro processing advisory team. 

Prepared by Anthony Dalgleish and Anton Wijeratne 

Issue No. 2 from AgENT's business, production, processing and 
marketing information center, June, 1993 

A brief report on possible New Zedand market export opportunities 
and other Australasian market observations. 

Prepared by Anthony Dalgleish and Anton Wijeratne 



AgENT 6-93 Agro Enterprise Project 
Third Quarter Report, July to September, 1993 

Oregon State University with Development Alternatives, Inc. Fintrac 
Management Advisory Services, Inc. Teams 

AgENT 7-93 Issue No. 3 from AgENT's business, production, processing, and 
marketing information center, July, 1993 

Contains a range of material covering Indian cashews competitive 
export country marketing strategies; Sri Lanka's "vanilla" export 
marketing opportunity; selected fresh produce export opportunities. 
European exotics market update; United States Spice Trade; overview 
of the Singapore retail foods market.Retort foods packaging 
gourmetfspecialty foods marketing 

illustrates how AgENT is assisting specific Sri Lankan Agro- 
Enterprises sectors and clients 

AgENT's full range of advicelassistance services are detailed in the 
project brochure at the back of this report 

Prepared by AgENT's MarketingIAgro-Processing Advisors: Anthony 
Dalgleish and Anton Wijeratne 

AgENT 8-93 An overview of the ornamental aquatics sector in Sri Lanka 

Prepared by Jonathan Mee, Ornamental Fish Specialist 
(AgENT Consultant Report No. 01) 

AgENT 9-93 Report to AgENT on the feasibility of introducing a range of Ayurvedic 
medicine based herbal formulae into the Australian and New Zealand 
markets, August, 1993 

Prepared by Gregory A. Strong 
(AgENT Consultant Report No. 02) 

Agent 10-93 AgENT Perennial Crops 3rd September 1993 wandy) DomesticIExport 
marketing workshop 

Prepared by Anthony Dalgleish and Anton Wijeratne 



AgENT 1 1-93 Issue No. 5 from AgENT's business, production, processing and 
marketing information center. September, 1993 

AgENT /Floriculture Produce Exporters Association 2nd September 
1993 Marketing Seminar 

Part 1 Markets in the Netherlands1 Germany for fresh cut foliage, 
foliage plant starter material, rooted and unrooted canes and foliage 
tips, semi-finished plants and potted specimen tropical plants and trees 

AgENT 12-93 AgENT /Floriculture Produce Exporters Association 2nd September 
1993. Marketing Seminar; listing of various German and Dutch 
Importers and cultivators of cut flowers cut foliage imported cuttings 
young and semi finished plants and importing/sales co-operatives 

AgENT 13-93 Foliage plants Production Report 

Prepared by Dick Lahey 
(AgENT Consultant Report No. 03) 

AgENT 14-93 Issue No. 6 from AgENT's business, production, processing and 
marketing information center. September, 1993 

This market research study was specially commissioned by AgENT's 
"MarketinglAgro-Processing Unit" to assist clients to better understand 
the marketing dynamics of the product sectors below; representative of 
similar pro-active market research studies which AgENT has in-hand or 
plans to implement in the future 

Part 1-a survey of the market for chutney pickles and jams in the 
Greater Colombo area 

Agent 15-93 Issue No. 6 from AgENT's business, production, processing and 
marketing information center. September, 1993 

Specially commissioned by AgENT's "Marketing/Agro-Processing 
Unit" to assist clients to better understand the marketing dynamics of 
the product sectors below; representative of similar pro-active market 
research studies which AgENT has in-hand or plans to implement in the 
future 

Part 2-a survey of the market for chutney, pickles and jams in the 
Greater Colombo Area: strengths and weaknesses of current products 



(This is the edited version of the report for public circulation after 
removal of all brand names. The unedited version is available at 
AgENT's Business Information Center.) 

AgENT 16-93 (Internal AgENTIUSAID distribution only) 

Report on the 1993 Indian IFCON food convention/technology show, 
Mysore, September 71 12 

Prepared by Anton Wijeratne 

AgENT 17-93 September 22, 1993, BMICH Centre 

Progress and achievements update covering US AID'S major project 
AgENT private sector agro-enterprise initiative 

Presented to H0n.R.M. Dharmadasa Banda, Minister of Agriculture 
Development and Research and key public sector identities 

AgENT 18-93 Issue No. 7 from AgENT's business, production, processing and 
marketing information center. October 1993. 

Part 1--competitive marketing data collected at the ANUGA 
(Cologne,Germany) International food fair (October 91 14, 1993) 

Indian ethnic foods, coconut products Shiitake mushrooms, tropical 
dried fruits, dehydrated vegetables, Indian cashews; Thai ready to 
eatllong life Retort pouch meals plus 1992 EC horticultural import 
performance 

Prepared by Anthony Dalgleish 

AgENT 19-93 Issue No. 7 from AgENT's business, production, processing, and 
marketing information center. October, 1993 

Part 2-competitive marketing data collected at the ANUGA 
(Cologne,Germany)International food fair (October 9/14) 

Indian spices, oils and oleoresins companylproduct profile of the Fuchs 
Group, a largelintegrated German spices manufacturer and marketer 

Prepared by Anthony Dalgleish 



AgENT 20-93 Ornamental Aquatics Consultancy Follow-up 
SeptemberlOctober 1993 

Prepared by Jonathan K.L.Mee 
(AgENT Consultant Report No.04) 

AgENT 21-93 Issue No. 8 from AgENT's business, production, processing and 
marketing information center, October, 1993 

Sri Lanka poultry sector strengths/ w&esses/opportunitieslthreats 
assessment 

One of a series of "sector by sector" studies which AgENT has either 
completed or has in hand, designed to determine how the project can 
best assist both a sector and individual companies1 entrepreneurs 

Prepared by Clive Drew, Poultry Sector Specialist 
(AgENT Consultant Report No.05) 

AgENT 22-93 Baseline survey on Agro Enterprise sector Lending policies and 
schemes of Sri Lanka's financial institutions 

Prepared by E R A Perera, AgENT Financial Advisor 
(AgENT Consultant Report No.06) 

AgENT 23-93 Pyrethrum (chrysanthemum cinerariaefolium), a potential high value 
crop selected for high altitude lands in Sri Lanka Report No. 01 

Prepared by T Davies (restricted circulation) 
(AgENT Consultant Report No.07) 

AgENT 24-93 Presentation to Blackmores limited on the potential of a range of 
"Ayurvedic" based herbal products 

Prepared by Gregory A Strong, Herbal Products Marketing Specialist 
( AgENT Consultant Report No.08) 

AgENT 25-93 Presentation to Healtheries of New Zealand limited on the potential of a 
range of "A yurvedic" Based herbal products 

Prepared by Gregory A Strong, Herbal Products Marketing Specialist 
(AgENT Consultant Report No.09) 



AgENT 26-93 Presentation to Bullivants Natural Health Products on the potential of a 
range of "Ayurvedic" based herbal products 

Prepared by Gregory A Strong, Herbal Products Marketing Specialist 
(AgENT Consultant Report No.10) 

AgENT 27-93 Agent Sector assessment of Sri Lanka onion, potato, and tomato 
production; background, strengths, weaknesses opportunities, threats, 
suggestions for research and demonstration activities 

Prepared by George A. Marlowe, Production Specialist 
(AgENT Consultant Report No.11) 

AgENT 28-93 Keells Agro Products Limited Shiitake 

Prepared by Daniel J Royse, Plant Pathologist and Mushroom 
Specialist 

(AgENT Consultant Report No.12) 

AgENT 29-93 U. A.E./market survey1 November 15 through 22, 1993 

Prepared by D. Lahey 
(AgENT Consultant Report No. 13) 

AgENT 30-93 Issue No. 9 from AgENT's business, production, processing and 
marketing information center, November, 1993 

Women Agro-enterprise domestic and export marketing 
workshop.Export marketing presentation, selected slides 

Prepared by Anthony Dalgleish 

AgENT 3 1-93 Issue No. 10 from AgENT's business, production, processing, and 
marketing information center, November, 1993 

Women Agro-enterprise domestic and export marketing workshop; 
domestic marketing presentation; selected slides 

Prepared by Anton Wijeratne 

AgENT 32-94 Consultancy report on vanilla, December, 1993 

Prepared by Steve Caiger 
(AgENT Consultant Report No.14) 



AgENT 33-93 Floriculture consultancy report, December, 1993 

Prepared by Dick Lahey 
(AgENT Consultant Report No.15) 

AgENT 34-94 Issue No. 11 from AgENT's business, production, processing and 
marketing information center. 

Stage 2-report on the current resource base of Ayurveda, medical and 
other herbal products in Sri Lanka and Australasian Export Potential 

Prepared by: Gregory Strong 
(AgENT Consultant Report No.16) 

AgENT 35-94 AgENT Project Co-operative Agreement 

Document briefly illustrates "AgENT At Work" 

AgENT 36-94 Agro-Enterprise Project 1994 work plan 

AgENT 37-94 Issue No. 12 from AgENT's business, production, processing, and 
marketing information center 

A very brief "look at" the domesticlexport market potential for ramie 
among selected Sri Lankan textile industry sectors, January, 1994 

Prepared by Jeremy Blanchard 
(AgENT Consultant Report No. 17) 

AgENT 38-94 Issue No. 13 from AgENT9s business, production, processing, and 
marketing information center. 

Specially commissioned by AgENT's "MarketingIAgro processing 
Unit" to assist clients to better understand the marketing dynamics of 
the product sectors below; representative of similar pro-active market 
research studies which AgENT has in-hand or plans to implement in the 
future 

A survey of the Market for glass & tinplate containers in the processed 
fruits & vegetables industry. October, 1993 

AgENT 39-94 Follow up report on ornamental aquatics consultancy 

Prepared by Jonathan K.L. Mee, Ornamental fish specialist 
(AgENT Consultant Report No. 18) 



AgENT 40-94 Issue No. 14 from AgENT's business, production processing, and 
marketing information center. 

Aromatic Crops domesticlexport production and marketing work shop; 
March 7, 1994, Lanka Oberoi Hotel 

Typical illustrations of Aromatic crops production/marketing 
publications held in AgENT's Business Information Center which could 
be of interest to aromatic growers/processors/export marketers 

Prepared by Dr. Tom Davies and Anthony Dalgleish 

AgENT 4 1-94 Pyrethrum (Chrysanthemum cinerariaefolium) Technical Notes, 
Manual No. 01, February to March 1994 

Prepared by Dr. T. M. Davies 
(For Restricted Distribution) 

AgENT 42-94 Pyrethrum (Chrysanthemum Cinerariaefolium) 

A potential high value crop selected for high altitude lands in Sri Lanka 
Report No. 02 

Prepared by Dr. T.M. Davies 
(For Restricted Circulation) 

(AgENT Consultant Report No. 19) 

AgENT 43-94 The Potential for widening the Aromatics Crops Base in Sri Lanka. 
S trengths/Weaknesses/Opportunities/Threats 

Prepared by Dr. T.M.Davies 
(AgENT Consultant Report No. 20) 

AgENT 44-94 Pyrethrum update and Aromatic Crops SWOT 

Prepared by Dr. Tom M. Davies 
(For Restricted Circulation) 

(AgENT Consultant Report No. 21) 

AgENT 45-94 Issue no. 15 from AgENT's business, production, processing, and 
marketing information center 

Potential "Hill Country" high value export crops production trials and 
test marketing workshop, March 30, 1994, Grand Hotel, Nuwara Eliya 



AgENT's marketinglagro-processing division and Business Information 
Center has prepared this selected range of "up to date" trade magazine 
articles/price illustrations in support of the above workshop 

Prepared by Anthony Dalgleish 

AgENT 46-94 Issue No. 16 from AgENT's business, production, processing and 
marketing information center. 

Brief information pertaining to the UAE (United Arab Emirates) 
imports market for selected fresh and processed food products; plus 
very brief trade magazine articles covering Saudi Arabian, Singapore 
and Hong Kong Fresh Produce Imports, April, 1994 

Prepared by Anthony Dalgleish 

AgENT 47-94, Issue No. 17, from AgENT's business, production, processing, and 
marketing information center 

Very brief overview of the United States Import market for dried 
pineapple, papaya, and mango 

This "low cost" market research exercise was commissioned by AgENT 
to help Sri Lankan dried tropical fruits exporters better 

understand the dynamics/opportunities pertaining to the US market for 
selected product items 

For further information contact Anthony Dalgleish, International 
MarketingIAgro Processing Advisor or Anton Wijeratne, Domestic 
MarketingIAgro Processing Advisor 

AgENT 48-94 Issue No. 18 Floriculture 

AgENT 49-94 Issue No. 19 from AgENT's business production, processing, and 
marketing information center. 

This market research study was specially commissioned by AgENT's 
"Marketing Agro-Processing Unit" to assist clients to better understand 
the Marketing Dynamics of the Product Sectors; representative of 
similar pro-active market research studies which AgENT has in hand or 
plans to implement in the future 

A survey of the market for fruit and vegetables in the hotel and 
restaurant industry 

For information contact Anthony Dalgleish, MarketingIAgro Processing 



AgENT 50-94 

AgENT 5 1-94 

AgENT 52-94 

Advisor, Anton Wijeratne, MarketingIAgro Processing Advisor, or 
Gayatri Abeydeera, Business Center Manager 

Issue No. 20 from AgENT's business, production, processing, and 
marketing information center 

AgENT Project-Legume Trial 
Field workshop Thursday, March 24, 1994, at Campion Group, 
Bogowantalawa 
Technical Notes No. 01 

Prepared by K.D. Brandon 
(AgENT Consultant Report No. 22) 

AgENT 4th Quarter Report (October to December, 1993) 

Vanilla Planting Material Survey 

Prepared by B. Ranjith Pi yadasa, Vanilla Production and Extension 
Officer 

(AgENT Consultant Report No. 23) 

AgENT 53-94 

AgENT 54-94 

AgENT 55-94 

AgENT 56-94 

Preliminary Review of the Marine Segment of the Ornamental Fish 
Industry in Sri Lanka 

Prepared by Dr. Jim Beets, Marine Ecologist 
(AgENT Consultant Report No. 24) 

Vanilla Industry Development in Sri Lanka 

Prepared by Robert C. Flick, International Agricultural Consultant 
(AgENT Consultant Report No. 25) 

High Value Hill Country vegetables-summary of the first phase of 
development 

Prepared by K.D. Brandon 
(AgENT Consultant Report No. 26) 

Pyrethrum-a potential high value crop selected for high altitude lands 
in Sri Lanka, Report No. 03 

Prepared by Dr. T. D. Davies 
(AgENT Consultant Report No. 27) 



AgENT 57-94 

AgENT 58-94 

AgENT 59-94 
Procedures 

AgENT 61-94 

AgENT 62-94 

An assessment of the world market for vanilla 

Prepared by Steve Caiger, Vanilla Specialist 
(AgENT Consultant Report No. 28) 

Hill Country Vegetables: Edible Podded Peas and Beans 
( AgENT Technical Notes No. 02) 

Prepared by K.D. Brandon 
(AgENT Consultant Report No. 29) 

AgENT Management Information System Manual: Explanations and 

(AgENT Technical Notes No.03) 

Prepared by Jane S. Johnson, Information Consultant 

Vanilla Programme 2nd Visit Report (May 4 to 19, 1994) 

Prepared by Steve Caiger, Vanilla Specialist 
(AgENT Consultant Report No. 30) 

Agro Enterprise Project First Quarter Report, January to March, 1994 

Issue No. 21 from AgENT's business production, processing, and 
marketing information center 

Topical articles covering sectors where AgENT is currently assisting 
clients or where potential clients have made enquiries; vanilla, fruits 
leathers, bars and rolls, organic production standards, aromatherapy 
(pure essential oils), forced air cooling, New Zealand Strawberry 
exports June, 1994 

Prepared by Anthony Dalgleish 

Issue No. 22. Special Issue, AgENT International Marketing inputs at 
the 3 day Agri-Business1 Marketing Workshop; presented in association 
with University of Mississippi's Agri-Business Institute 

Prepared by Anthony Dalgleish 

Issue No. 23. Special Issue, AgENT Agri-Business 
ManagemenUMarketing Workshop: key agri-business management 
components 

Presented by Travis Phillips 



AgENT 65-94 Issue No. 24. Mississippi State UniversityIAgENT Agri-Business and 
International Marketing Training Workshops, July and August, 1994 

Illustrations of leading international business/marketing/trade 
subscription periodicals, which can be freely sighted in AgENT's 
BICIBusiness Information Center 

Prepared by Anthony Dalgleish 

AgENT 66-94 Issue No. 25, a pro-active market research study produced by AgENT 
to assist the Sri Lankan floriculture sector to identifylexpand into new 
export markets 

The export potential for selected Sri Lankan floricultural produce in the 
Hong Kong Market, August 1994 

AgENT 67-94 Packhouse Quality Assurance Manual: Hill Country Vegetables 
(AgENT Technical Notes No. 04) 

Prepared by K.D. Brandon 

AgENT 68-94 Issue No 26 from AgENT's business production, processing, and 
marketing information center 

Article for the "Sri Lanka Exporter, volume 8, September 1994 

Persuading a calibre importerldistributor to take-on and market 
your product is the first hurdle you must jump! 

Prepared by Anthony Dalgleish 

AgENT 69-94 Agro-Enterprise Project Second Quarter Report, April to June, 1994 

AgENT 70-94 Enterprise opportunities associated with improved production 
technology for onions, potatoes, and tomatoes in Sri Lanka 

Prepared by Dr. George Marlowe 
(AgENT Consultant Report No. 31) 



ANNEX I 
PROJECT GRANT SUMMARY 

SUMMARY OF AGENTICLIENT SHARED INVESTMENT ACTIVITY 
through September 30, 1994 

I 

Product Sector 

Aquaculture 

Fibre Crops 

Floriculture 

Fresh FruitsINuts 

Fresh Vegetables 

Herbslspicesl 
aromatics 

Livestock 

Natural insecticides 

Oil Crops 

Ornamental Fish 

Processed Foods 

Other 

Total 

AgENT 
Contribution 
(US Dollars) 

205 

37541 

27900 

3650 

49343 

1 00450 

154282 

34366 

581 1 

76853 

78249 

6862 

57551 2 

Client 
Contribution 
(US Dollars) 

205 

3591 6 

27390 

3650 

24702 

67880 

181317 

101 28 

6738 

78224 

106300 

3954 

546404 

Percent of 
Total 

Contribution 
by Product 

Sector 

0.04% 

6.55% 

4.93% 

0.65% 

6.60% 

15.00% 

29.91 % 

3.97% 

1.12% 

13.82% 

16.45% 

.96% 

100.0% 



AgENT Client Total 
Grant Cost-Sha lnvestme 

re nt 

Total GrantIClient Shared $575,51 $546,40 $1,121, 
Investment 2 4 91 6 

Share: 51 % 49% 100% 

Total Grants Awarded: 207 

Average Size of Grant: $2,780 $2,640 $5,420 

Total Clients Receiving 
Grants: 124 

Average Grant per Client: $4,641 $4,406 $9,048 



ANNEX J 
PROJECT FINANCIAL SUMMARY 

Life of Project Cost and Level of Effort Summary 

Current Budget (a) --- Proposed Balance Budget (b) 
- - - - - -- - --- - - - -- 

Spend~ng to Date Spending Per Month 

Budget Total Per Balance Total % Total % 
Month Chenge Change 

Allowances 

Other D~recc Costs 

Subconlroctorr 

Indtrwct Coots 

Total Cost (c)  

Grants 

Total D~rect Cost Ic) 



Indirect Cost 1,303.61 1 520.517 28,918 783,094 802,489 2.5 19,107 -33.9 

Total Cost (c) $13.699.9 3,902.7 216.819 9.797,2 9.797,2 0.0 233,268 7.6 
99 3 9 6 1 6 1 

current ~ ~ , j ~ ~ t  (a) --- Proposed Balance Budget (bl 
----------------------- 

Spending to  Date Spending Per Month  

Budget Total Per Balance Total % Total % 
Month Change Change 

- 

Level of Effort (Person-Months) 

Expat Person-Months 3 14 150 8.3 164 196 19.5 4.7 -44.0 

Long-Term 204 82 4.6 122 122 0.0 2.9 -36.2 

Short-Term 110 68 3.8 42 74 76.2 1.8 -53.4 

Local Person-Months 1,190 400 27.7 790 790 0 .O 18.8 -15.4 

Long-Term 1,092 400 22.2 69 2 69 2 0 .O 16.5 -25.9 

Short-Term 98 0 0 .O 98 9 8 0.0 0.0 0 .O 

Total Person-Months 1,504 550 36.0 954 986 3.7 23.5 -23.2 

No tes  (el 'Current' budget 16 for the first 18 months (thru August 1994). 
(bl  'Proposed' budget 1s the contractor's estimate of resources needed for the remalnlng 42 project 

months. The percent change In the total proposed budget 1s w ~ t h  respect to the balance In the 
current budget to  date. The percent change In  spend~ng 1s wl th respect to  monthly spend~ng In the 
current budget to date. 

( c l  Total costs may not sum due to round~ng errors 



- - - - - - -  

ANNEX K 
THE ROLE OF AGRICULTURE IN SRI LANKA'S ECONOMIC DEVELOPMENT 

A. Background 

During the past decade, Sri Lanka experienced widespread severe civil strife. The 
unstable political climate has dampened tourism and foreign investment and slowed down 
implementation of the program of economic liberalization introduced in 1977. 

Many important institutional and policy reforms, which should have been 
implemented by the mid-1980s, were initiated much later. These included privatization (or 
restructuring) of public enterprises, liberalization of the stock market, abolition of exchange 
controls on current transactions, elimination of the fertilizer subsidy, and reduction of export 
duties and ud valorem taxes on agriculture. The internal turmoil has also caused a huge loss 
of human lives and productive assets. Due to these factors, the country was unable to 
achieve rapid and sustainable economic growth. 

Four key indicators of economic progress are provided in Table 1. Between 1984 and 
1993, real gross domestic product (GDP) grew by 44.4 percent, investment grew by 222 
percent, exports grew by 43.2 percent, and imports grew by 57.5 percent. Meanwhile, real 
per capita GDP increased by 27.9 percent (from Rs. 6692 to Rs. 8557). Real per capita 
GDP growth is remarkable, since this was one of the most turbulent periods in Sri Lanka's 
contemporary history. The ongoing separatist war in the north, which began in 1983 has 
serious ramifications for the entire nation. Until this problem is solved, the country will find 
i t  difficult to achieve political stability and embark on the road to social and economic 
prosperity. 

S n  Lanka is a long way from an economic takeoff. Its goal of becoming an 
"emerging" newly industrialized country, such as Thailand, by the turn of the century may 
be an unrealistic one. Thailand's GNP per capita is $1570, its per capita exports are $500, 
and its foreign capital inflows (including portfolio investment) are around $2 billion.' The 
corresponding figures for Sri Lanka are $526, $163, and $245 million, respectively. 

I f  Sri h k a  can achieve a GDP growth rate of 12 percent in 1994 and sustain it  over 
the next six years, i t  will be able to double per capita income and per capita exports by the 
turn of the century. But this will be a difficult target for the country to achieve, given its 
modest growth record over the past ten years. A n  average growth rate of 8 percent per 
annum may be a more realistic target over the remainder part of this decade. 

Sri h k a  achieved a significant GDP growth rate of 6.9 percent in 1993. 
Agriculture grew by 4.9 percent, manufacturing by 10.5 percent, and services by 6.3 

' Source. World Developmcnl R c p r t  1993 and Economic Review (Sri Lanka). April, 1994. 

K- l 



percent. There was also 17 percent increase in total exports, from SDR 1,747 million to 
SDR 2,050 m i l l i ~ n . ~  Agricultural and industrial exports amounted to SDR 469 million and 
SDR 1,490 million, respectively, in 1993. 

Underscoring this overall growth performance was a 24 percent rise in investments 
financed by a sharp increase in foreign capital inflows and national savings. For Sri Lanka 
to move rapidly toward industrialization, the investment/current GDP ratio should increase 
from 26 percent to about 32 percent. The need for increased foreign investment is therefore 
critical since this gap is unlikely to be filled by domestic savings. Currently the domestic 
savings and current GDP ratio is about 16 percent. 

This country's capital inflows are lower than those of Thailand. The main reason for 
this is Thailand's more diverse agricultural and industrial export base and a more 
sophisticated physical infrastructure. To realize quantum jumps in foreign investment, Sri 
Lanka has to move i n  a similar direction. These are important strategic issues that must be 
addressed through appropriate macroeconomic policy initiatives and public investment 
programs designed to launch the economy into a higher growth trajectory. 

B. Growth and Structure of GDP in Relation to Agriculture 

B1. Growth of G D P  

Since the early 1980s, agricultural growth has lagged far behind industrial growth. 
Table 2 measures the growth of the five main sectors of the economy in terms of a GDP 
index (base year 1983). In 1994, manufacturing had a GDP score of 2 10 and an agriculture 
score of 120. Mining and quarrying, construction, and services also had higher scores than 
agnculture. I f  the agricultural sector fails to generate faster growth, i t  will not only impede 
industnalization, but also aggravate the problems of poverty, hunger and underemployment 
In the rural areas (with adverse consequences for income distribution). 

The performance of the varlous sub-groups within the agricultural sector has been 
highly uneven. This is the reason for its tardy progress. There appear to be three distinct 
sub-sectors: 'declining,' 'unstable,' and 'growing' (see Table 3) .  The "declining" sub- 
sectors are rubber and coconut. The 'unstable' sub-sectors are tea, paddy, and forestry and 
fishenes (combined). The onlj 'grow~ng' sub-sector is minor food crops and livestock 
(combined). Most of the pnce and income-clast~c foods-such as high-value fruits and 
vegetables, poultry, and dairy prcducts-are produced by the commercial agribusiness sub- 
sector. With significance resource suppon for adaptive and applied research, technology 
transfer, export promotion, and domest~c market expansion, th~s  sub-sector should make a 
substantial contribution to Sri Lanka's economic development i n  the future. 

Paddy is the single largest f w d  crop, occupying more land and employing more labor 
than any other crop in  the island. I n  1993, Sri L a n k  produced 1.5 million tonnes of rice 

Standard drawing nghls fSDR1 arc calculaled on thc hasib of a wcigh~ed cxchangc ra~e  (SDR 1 = US% 1.35 = Rs. 
67.50) 



and imported another 209,000 tonnes. But the paddy sub-sector ha s  been stagnant during the 
past ten years, despite massive investments in irrigation, land development, and settlement 
(more than $2 billion in foreign aid and local currency since 1977). Since these investments 
appear to have had a high opportunity cost, there is an urgent need to diversify production on 
rice lands as much as possible. 

The country is almost totally self-reliant in rice production. If farmers increasingly 
diversify into other crops, the self-sufficiency ratio may drop to about 75 percent. But 
increased rice imports could be offset by increased minor food crop exports and increased 
import substitution in crops such as chilies, onions, and pulses. Income and employment 
multiplier effects will increase substantially if farmers switch from the production of staples 
to the production of high-value-crops for domestic and export markets. 

Since production costs are high, average yields are relatively low for a wide range of 
crops in Sri Lanka. Consequently, most of the food and feed crops (rice, sugar, soybean, 
maize, sesame) are produced at a high cost per uni t  of output. Local food and feed 
producers cannot become internationally competitive without adopting improved varieties and 
cultural practices. The role of research and extension is critical in this regard. 

The situation i n  the plantation sub-sector is also disturbing. Available evidence 
suggests that tea, rubber, and coconut production is no longer profitable. For all three 
crops, the ratio of cost per uni t  of output to the FOB price has increased over the past ten 
years as costs have risen more rapidly than prices. The largest increase i n  the cost/price 
ratio has occurred i n  the tea sector; the smallest increase is in  the rubber sector (see Table 
4). Due to declining profitability, the extents under tea, rubber, and coconut are also 
declining. 

An environmentally sound and economically viable strategy for reviving the plantation 
sub-sector through agricultural diversification must be identified. By planting the 
unproductive lands to high-value crops (in the tea estates) and by introducing crop and stock 
integration and inter-cropping (in the rubber and coconut estates), the agribusiness potential 
and income-generating capacity of the plantation sub-sector could be significantly enhanced. 
Therefore. research and extension have a vital role to play i n  this sub-sector. 

B2. Structure of CDP 

Dunng the past ten years, GDP has undergone a significant structural formation. The 
principal change was an increase i n  the share of manufacturing from 14.7 percent to 19.1 
percent and a corresponding decrease i n  the share of agriculture share from 25 percent to 
20.9 percent. The share of services (the economy's largest sector) increased slightly, while 
the share of construction decreased slightly. The share of mining and quarrying (the 
economy's smallest sector) remained more or less unchanged (Table 5). 

The manufacturing sector is growing almost twice as quickly as the agricultural 
sector. I f  this trend continues, by the end of this decade, manufacturing will account for 
about 25 percent of GDP, and agriculture for about 15 percent. Clearly, the manufacturing 



sector will drive the economy in the future, and agriculture will play a small but important 
supporting role. The rural areas contain a high proportion of the country's unskilled labor. 
Since the demand in the urban areas is mainly for skilled and semi-skilled labor, the country 
will have to rely mainly on the agricultural sector (and related services and industries) to 
absorb the bulk of the unskilled labor. Broad-based and sustainable agricultural development 
is, therefore, critical for ensuring growth with equity. 

Significant changes have also occurred in the composition of agricultural GDP. The 
share of minor food crops and livestock has increased from 35.4 percent to 43.4 percent at 
the expense of the other sectors (Table 6). Only this sub-sector has registered steady growth 
during the past ten years. If the present trend continues, the commercial agribusiness sub- 
sector will account for about 50 percent of agricultural GDP by the turn of the century. 
Clearly, the greatest economic returns to investment in agriculture will be realized by this 
sub-sector in the future. Given its large employment multiplier effects, its rapid expansion 
will have a significant equity impact as well. Agro-enterprises should be the focal point of a 
strategy for the diversification and commercialization of agriculture. 

C .  Growth and Structure of Exports in Relation to Agriculture 

C1. Growth of Exports 

Between 1984 and 1993, total exports grew from SDR 1,432 million to SDR 2,050 
million. Exports were driven by the industrial sector. There was a threefold increase in 
industrial exports from SDR 495 million to SDR 1,490 million. The export of textiles and 
garments grew from SDR 290 million (58.6 percent of industrial exports) to SDR 1 billion 
(67.8 percent of industrial exports). The garment industry was primarily responsible for the 
rapid growth of industrial exports. At  the same time, the industrial export base underwent 
significant diversification. The aggregate earnings of "other" industrial goods (tobacco, 
diamonds, chemical products, leather and rubber products, machinery and mechanical 
appliances) increased from SDR 79 million (16.0 percent of industrial exports) to SDR 423 
million (28.4 percent of industrial exports). 

While the industrial sector performed well, the agricultural sector performed poorly 
over the same time frame. Total agricultural exports fell dramatically from SDR 866 million 
to SDR 469 million. A n  index of exports is provided in  Table 7 (1983= 100) illustrate how 
the different sectors (agriculture, industry, minerals, etc.) performed during this period, 

The plantation sector was chiefly responsible for the precipitous decline in agricultural 
exports. Tea exports declined from SDR 601 million to SDR 296 million, rubber exports 
from SDR 127 mill~on to SDR 46 million, and coconut exports from SDR 81 million to SDR 
42 mill~on. On the other hand, exports of minor agricultural products increased from SDR 
54 million to SDR 86 million. Fruits and vegetables accounted for 8.4 percent of minor 
agricultural exports (SDR 7.2 million) in  1993. However, this sub-sector, as a whole, has 
become dynamic only in the past 2 to 3 years. 



The export performance of the four agricultural sub-sectors is captured in index form 
in Table 8. It is clear from trends in agricultural exports that future export potential lies 
mainly in non-traditional crops. This is a strong case for further diversification and 
commercialization of the agricultural export base. 

C2. Structure of Exports 

Due to the contrasting performances of the agricultural and industrial sectors during 
the past ten years, the structure of exports underwent a major transformation (Table 9). The 
share of agriculture in total exports fell from 60.5 percent to 22.9 percent, while industry's 
share grew from 34.6 percent to 72.7 percent. This is strong evidence that the country has 
embarked on the path of export-led industrial growth, with agriculture playing a secondary 
role in economic development. It is likely, given current trends, that industry's share will 
increase to about 80 percent of total exports, while agriculture's share will decrease to about 
15 percent by the end of this decade. 

The structure of agricultural exports is shown in Table 10. Tea continues to be Sri 
Lanka's leading export crop, although its share in agricultural exports (in terms of value) has 
decreased from 69.7 percent to 63.1 percent. Rubber and coconut have also declined in  
relative importance and are contributing less than 10 percent each to agricultural exports. 
The share of non-traditional exports (minor agricultural products) has increased threefold 
from 6.2 percent to 18.3 percent of total agricultural exports. The items in  this category 
include unmanufactured tobacco, cinnamon, pepper, cashew nuts, essential oils, and fruits 
and vegetables. The last group's contribution to minor agricultural exports in  1993 was 8.4 
percent. This proportion could easily double within a few years through greater exploitation 
of the island's rich horticultural potential. 

Since export earnings from the plantation sector appear to be following a distinct 
downward trend, the need for a rapid and sustained increase i n  the export earnings of non- 
traditional crops has become crucial. 

D. Conclusions 

During the past ten years, the agricultural sector, as a whole, has fared poorly in 
terms of real GDP growth and export performance. I n  contrast, the industrial sector has 
rapidly expanded its growth potential and export base. Although the relative importance of 
agriculture has sharply declined, i t  still has a critical role to play in  Sri Lanka's economic 
development. Around 75 percent of the population lives i n  the rural areas, and more than 50 
percent of the labor force is employed i n  agriculture and related industries and services. The 
bulk of the unskilled labor resides i n  the countryside and is unable to find productive 
employment. Poverty and malnutrition are also widespread in the rural areas. To solve 
these problems, the agriculture sector must renew its capacity for enhanced growth and 
sustained income and employment creation. 

Industrial development can be facilitated through increased food production and 
reduced post-harvest losses, the cumulative effect of which will be a decline in  food prices. 



Consumers would then have more money to spend on other items (clothes, shoes, radios, 
bicycles, building materials, furniture, etc.), and domestic production would expand 
accordingly to accommodate this increased demand for manufactured goods. Food prices 
and consumer demand for industrial goods are inversely related. 

Food prices are generally much higher in Sri Lanka than in other countries at a 
similar stage of development, such as India and Pakistan. Prices will decline in Sri Lanka if 
more efficient techniques are employed in the production, storage, and handling of perishable 
food items. The demand for fruits, vegetables, and other high-value farm products generally 
tends to be price elastic-that is to say, if production increases, the percentage increase in 
demand will be greater than the percentage decrease in price. Hence farmers will earn more 
revenue after the price change than before. Both consumers and producers will, therefore, 
benefit if the supply of food increases and prices decline. 

The demand for food grains, however, is generally price-inelastic-producers earn 
less profits when prices fall. However, by diversifying into products with high income and 
price elasticities of demand, producers will be able to earn a significant increase in revenue. 
The demand for agricultural labor will also increase substantially if producers switch from 
basic staples to the prduction of high-value food and feed crops, industrial crops, and 
livestock products. The country's export earnings can also be significantly enhanced through 
the commercialization of agriculture and the realization of opportunities for agro-enterprise 
development. Agriculture can therefore play a vital role in Sri Lanka's economic 
development in accordance with a strategy for enhanced growth with maximum distributive 
equity. 

Over the past ten years, only one agricultural sub-sector (minor food crops, including 
fruits and vegetables, spices and condiments, and industrial crops) has made a significant 
contribution to GDP and export earnings. The growth performance of the other sub-sectors 
(paddy, plantation crops, and forestry and fishing) has been exceedingly disappointing. The 
main source of future growth within the agricultural sector is the minor food crops and 
livestock sub-sector. I t  is critical to increase the efficiency and growth potential of this sub- 
sector through broad-based agribusiness expansion. 

Private entrepreneurs need to be internationally competitive to survive and realize 
profits in  agribusiness. Agro-enterprise development will lead to lower food prices through 
increased production and marketing efficiency. A fall in food prices will cause the demand 
for consumer goods to increase. The demand for investment goods (machinery and 
equipment) will also grow as improved methods of food processing and packaging are 
adopted by progressive entrepreneurs. Agro-industries will create additional demand for 
high-value food and feed crops, industrial crops, and livestock products. They are a 
powerful instrument of agncultural diversification and commercialization. 

The agricultural sector has a vital role to play in transforming rural incomes, 
facilitating industrialization, and reducing poverty and underemployment in this country. 
During the past ten years, the agricultural sector has been driven mainly by the minor food 
crops and livestock sub-sector. All the other sub-sectors have contributed poorly to GDP and 



export earnings. The need to diversify and commercialize agriculture is imperative. 
Accordingly, high priority should be given to agro-industrial development in Sri Lanka. The 
sub-sectors with high agribusiness potential include fruits and vegetables, poultry, and 
industrial crops. What is urgently required at this time is an environmentally sound and 
economically viable strategy for supporting and facilitating agro-industrial expansion in Sri 
Lanka. 
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Table 2: Index of CDP by Sector 

, 

1993 150783 127870 2872 2050 

Investment (Rs. 
Mn .) 

39708 

38682 

42463 

45900 

50562 

54722 

7 1455 

Imports 
(SDR Mn.) 

1824 

1956 

1660 

1590 

1662 

1737 

198 1 

Year 

1984 

1985 

1986 

1987 
f 

1988 

1989 

1990 

Year 

1983 

1984 

1985 

1986 

1987 
L 

1988 

1989 

1990 

199 1 

1992 

1993 

Exports 
(SDR Mn.) 

1432 

1310 

1036 

1079 

1097 

1216 

146 1 

Real GDP 
(Rs. Mn.) 

104395 

109570 

114261 

1 15922 

1 19050 

121729 

129244 

Services 

100 

107.8 

111.1 

115.9 

119.0 

121.6 

125.5 

130.9 

139.1 

146.5 

155.8 

Agricul- 
ture 

100 

99.6 

108.2 

111.0 

104.6 

106.8 

105.5 

114.9 

116.6 

114.8 

120.4 

Mining and 
Quarrying 

100 

101.5 

103.0 

108.4 

129.0 

140.6 

148.2 

161.7 

145.5 

136.8 

153.0 

Manufac- 
turing 

100 

112.1 

118.1 

128.1 

136.7 

143.1 

140.4 

163.6 

174.7 

190.1 

210.1 

Construct- 
ion 

100 

99.9 

100.4 

101.9 

103.7 

105.3 

105.9 

109.0 

112.4 

121.5 

129.4 



Table 3: Index of Agricultural GDP by Sub-sector 
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Table 5: Composition of GDP (96)' 

Due to rounding off of ratios to one decimal, the rows may not sum up to exactly 100. 

Table 6: Composition of Agricultural GDP (96)' 
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Table 7: Index of Export Value by Sector 

Table 8: lndex of Agricultural Export Value by Sub-sector 

Year 

1983 

1984 

1985 

1986 

1987 

1988 

1989 

1990 
1 

1991 

1992 

1993 

Rubber 

100 

112.4 

82.3 

70.8 

68.1 

n. o 
59.3 

50.4  

4 1.6 

42.5 

40.7 

Tea 

100 

183.0 

131.5 

85.2 

84.8 

87.3 

89.7 

110.3 

95.8 

73.0 

89.7 

Coconut 

100 

106.6 

147.4 

96.1 

73.7 

47.4 

81.6 

67.1 

60.5 

78.9 

55.3 

Minor Products 

100 

90.0 

83.3 

75 .O 

75.0 

98.3 

86.7 

98.3 

100.0 

133.3 

143.3 



Table 9: Composition of Total Export Value (9%)' 

* Due to rounding off of  ratios to one decimal, the rows may not sum up to exactly 100. 

Table 10: Composition of Agricultural Export Value (9%)- 
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ANNEX L 
THE BENEFITS OF AGRICULTURAL ENTERPRISE DEVELOPMENT 

The AgENT Project objective is to diversify and commercialize Sri Lanka's 
agricultural systems through the development and expansion of private agro-based 
enterprises. The project will strengthen these enterprises by employing technical assistance, 
training, and technology cost-sharing inputs to generate new agro-enterprise investments, 
introduce new technologies, develop markets, improve public sector support to agro- 
enterprises, and introduce new agro-enterprise financing mechanisms. 

The ultimate measure of project success will be a direct and sustained increase in 
agro-industrial sales, particularly in  exports of non-plantation products. Increased sales will 
be associated with direct employment and income effects across the sector, with indirect 
employment and income effects across the whole economy. These benefits will not be 
uniformly distributed by commodity, firm, or market level within the sector. And, to the 
extent that the sector develops and lowers the cost of food in the average household budget, 
consumers will benefit (at the expense of some sector producers). 

This annex describes the nature of project benefits by reviewing the structure of agro- 
industrial markets and describing the market development process. The effects of the 
development process are initially described in terms of price-quantity changes, which reflect 
initial changes in sector-level income and employment, and later changes in non-sector 
income and employment and consumer food costs. To appreciate how the project will 
generate benefits, i t  is useful to review the role of agro-industrial investment in stimulating 
innovation and value-added. 

A. Value Added Downstream 

At the national level, aggregate agricultural production, marketing, and trade data and 
national income accounting statistics provide general indicators of the competitive advantages 
of major agricultural commodity sectors. Commodity analyses must be divided into 
subsectors according to locally appropriate classifications of marketing channels. Analysis 
along a marketing channel for a major commodity will identify the potential for strengthening 
linkages across markets (upstream and downstream) as value is added at each successive 
downstream market level. 

Sri Lanka's agro-industrial market channels range across a wide m y  of commodities 
from purchased inputs, through farm-, plantation-, and garden-based production, to 
intermediate wholesale markets, including export and import activities, and finally, retail 
markets (Exhibit 1). Moving downstream, the successive markets for a particular 
commodity add value to the national economy by producing services that add time, location, 
and form utility to the commodity. 



Exhibit 1. Agribusiness Marketing Channels 
Agriculture's high inter-industry 

multipliers and forward and backward 
linkages make it the prime sector to 
nurture Sri Lanka's structural 
transformation into a "developed" 
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comparison of input-output models 
across developing countries usually demonstrates that the post-harvest, "food and feed 
processing" sector ranks at or near the top in business and employment multipljers and 
indices of backward and forward linkages. 

The Philippines and Pakistan Exhibit 2. Pakistan Business Multipliers, 198.4-85 
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to process raw food and fiber produce for export or distribution to the retail market. This 
subsector is the "engine" of Pakistan's agribusiness sector and the catalyst for developing the 
industrial and service sectors. 
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Exhibit 3. Philippine Business Multipliers, 1983 

In the Philippines, a 19-sector 
aggregation of the economy shows a 
similar Dattern of business multi~liers 
fExhibi; 3).2 The PhiliDDine mddel . -  - . . 
benefits from having 1 1  subsectors 
devoted to the agribusiness sector. It 
should be evident that the "food-feed 
processing" subsector is also the 
"engine* of the Philippine agribusiness 
sector, with a business multiplier of 
3.75. The livestock-poultry subsector 
also has strong inter-industry linkages 
with a business multiplier of 3.77. 

In both Pakistan and the 
Philippines, the "manufacturing-food and fiber" and "food-feed processing" subsectors have 
high fotward and backward linkage indices. This means that the subsector buys a large 
amount of goods (crops and livestock) upstream and sells a large amount of finished food and 
fiber products downstream in export and retail markets. The magnitude of the Philippines' 
"food-feed processing" subsector can be appreciated by comparing its employment multiplier 
with the rest of the economy (Exhibit 4).  

The multiplier of 17.51 indicates that for every additional worker employed in  the 
food-feed processing subsector, 17.5 1 extra workers will be employed throughout the 
economy. While the multiplier is large, i t  is more than three times larger than the other 
multipliers. This simply indicates that food-feed processing is a very "narrow" industry, 
with little promise of leading to a massive economic expansion by sharply expanding its 
employment. Out of a labor force of 19 
mill~on in 1983, only 693 thousand Exhihit 4. Philippine Employment Multipliers, 1983 

workers were employed in the food-feed 
processing industry. However, the 
industry has great potential for marginal 
impacts on output and employment. 

The locus of capital-intens~ve 
manufactunng equipment and advanced 
technologies in  food and feed processing 
make the industry a catalyst for 
concentrating and spinning off new 
technologies and manufactunng 
processes throughout the rest of the non- 
agribusiness rnanufactunng sector. The 

The Phlllpplnc multlpllcrs arc 'Typc I t '  (or a 'c losd '  model, including h e  household sector. lnclus~on of the 
household scclnr causes Typr I 1  m u h ~ p l ~ c n  to bc always be larger Lhan Type 1 m u l t ~ p l ~ e n  However. the relative 
magn~tudcs of muliipl~ers arc generally conhtslcnl across open and closcd modcls 
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food-feed processing industry is an important source of foreign investment in domestic 
agribusiness exports. In many cases, foreign agribusiness investments allow domestic 
producers and processors to benefit from contract farming to supply ample stock for food- 
feed processing plants (Tabor and Morgan). 

AgENT conducts firm-level competition analyses to assess domestic market 
performance and the implications for expanding domestic and export value added, as well as 
the concurrent market infrastructure requirements. Those commodity-based sub-sectors with 
the greatest aggregate potential for market development are then assigned the highest priority 
in agro-industrial strategic plans. High value horticultural commodities are prominent in the 
project's list of priority sub-sectors. Client business plans are designed and implemented to 
address specific entrepreneur market development constraints and opportunities against these 
priorities. 

B. The Price-Quantity Mechanism 

Within priority commodity subsectors, AgENT conducts simple market evaluations to 
identify the highest potential net market development gains. The price-quantity relationships, 
shown at three market levels in  Exhibit 
5, demonstrate the approach. In this 
hypothetical example, the farmgate Exhibit 5. Market Channel Price-Quantity Changes 

market yields a marketed quantity of 
100 for a price of 1.0 (where D,=S,). 
However, when the commodity moves 
downstream to the wholesal~ market, the 
marketed quantity has fallen to 85 units 
and the price h a s  doubled to 2.0 (where 
D, = S , ) .  Finally. when the commodity 
amves further downstream at. the 
level, the marketed quantity has fallen to 
70 uni ts  while the h i  increased by 
50 percent to 3.0 (where D, = S , ) .  The 
analysis yields three immediate results: 
value added, postharvest losses, market 
margins. 

WRKEl CHANNn P RCE4JANTTW CHANGES 

I 
f 

e 16 IO aa a m a 1 a i m i w ~ ~ m i m i c o  -- 
Value added. The pricequantity relationships clearly show the relative importance 

of points along the market channel according to the market value added that is currently 
produced. They suggest the stake of the respective agribusiness interest groups (through 
their trade associations) and the market level where a given improvement i n  market 
efficiency (lowering prices) will have the greatest contribution to total value added and 
competitive advantage. The value added by market level is: 
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Market Level 

Farm 1 x 100 = 100 

Wholesale (2-1) x 85 = 85 

Retail (3-2) x 70 = 70 

Total 255 

Postharvest losses. In this example, 15 percent of the original quantity of goods 
shipped from the farmgate is lost prior to aniving at the wholesale market. Another 15 
percent is lost between the wholesale and retail markets. These loss rates indicate both the 
magnitude of the problem, but the relative potential gains in value added at a given market 
level for each percent decrease in  post harvest losses (gain in marketable goods). 

Market margins. The margins between the three markets show the unit cost 
(compensating for post-harvest losses) of moving the commodity to the next market 
downstream: provide goals for reducing inter-market service costs; and demonstrate the 
potential for improving the commodity's competitive advantage in both domestic and export 
markets. At each market level, a simple partial equilibrium analysis can quickly estimate the 
aggregate value of any market development intervention that lowers post-harvest losses, 
reduces marketing margins, or increases the supply of purchased production inputs by 
increasing the supply of the marketed good at each market level. 

A t  each market level, the only information needed is the assumed (market 
equilibrium) pnce and quantity and the relevant price elasticities of supply and demand. 
Local commodity specialists will have some knowledge of the post-harvest loss rates to 
calibrate downstream quantities with farmgate levels. The farmgate level will also be adjusted 
to reflect the deduction of household consumption (which can be substantial) from total farm 
production. 

Table 1 shows a small example of retail-farmgate price linkages in the Colombo 
market. The pnce linkages between Colombo outlying growers is affected by produce that 
amves in Colombo from other districts. However, the price relationships are consistent over 
all markets, and makes i t  plausible to assume that substantial transportation and perishability 
costs are incurred in  moving goods from the farmgate through local and regional collection 
markets to a large terminal wholesale market. I t  is reasonable to assume that farmgate- 
wholesale pnces increase by at least 20 percent, and wholesale-retail prices can increase by 
at least 62 percent. In  India, Maharashtra State Marketing Board statistics for selected fruits 
in the Pune market over the period 1990-91 to 1992-93 show a farmgate-wholesale price 
increase of 37 percent, and a wholesale-retail price increase of 79 percent. 

At  the subsector level, market channel analysis should also concentrate on identifying 
the commonality and complementary nature of marketing services across closely related 
commodities. For example, within the horticulture processing subsector, storage, grading, 
sorting, and preserving services can often be horizontall_y coordinated and integrated across a 
wide range of fruits because they share many common handling characteristics. 



Table 1. Colombo Retail-Farmgate Price Linkages for Selected 
Vegetables, Late August 1994 

Retail Wholesale Farmgate Producer 

(a) (b) District 

Dried Chillies, grade I 125.1 8 89.05 79.00 Matale 

Big Onions 25.75 15.00 13.85 Matale 

Ladies Rngers 

Green Beans 

Carrots 

Tomatoes 

Ave prlce (unwe~ghted)  41.95 26.01 21.61 

Ratio to Rerail Pr~ce 

Ratio to Farm Pnce 

SOURCE. Agrmtm R..uch rd T t n w m ~  hst11ul.. fad C a m m d l i a  &J.(m. of Agncukur*. M 8  rd Fornt8.  V d .  16. 
N a  35. 38 

Within vegetable subsectors, fresh vegetable production and post-harvest marketing 
can be vertically coordinated and integrated to increase use of specific market functions, such 
as storage, preservation, packaging, transportation and distribution, brokerage, and 
merchandising. I f  a strong competitive environment is enforced by the government, the 
combined effects of these coordination and integration actions will be to reduce unit 
marketing costs throughout the marketing channel and thus expand domestic and export value 
added through the resulting lower market prices. 

By following the framework of Exhibit 1 and to examining the  general price-quantity 
mechan~sm at successive downstream markets in a particular honicultural channel, it is 
possible to understand how market development interventions can be directed overcome the 
constraints that yield the highest net development benefit. I t  is also important to monitor the 
results of country-level market development analyses and subsequent interventions that 
donors have undertaken over the past decade and that now serve as the main foundation the a 
new agribusiness focus in development strategies. Sri Lanka is well positioned to benefit 
from the lessons learned in successful horticulture development programs in a diverse range 
of countries, including Thailand, Chile, Kenya, Costa Rica, Ivory Coast, Guatemala, Israel, 
Honduras, and China. 



B1. Purchased Lnput Level 

At the purchased production input level, cost savings generally come from policy and 
market organization reforms to lower the sourced prices of chemicals, seed, and equipment; 
the suppliers' direct distribution costs, and investments in input supply-to-farm 
communication and transportation infrastructure. Market reforms that promote competition 
among input suppliers, expand domestic access to imported inputs at border prices, and 
equalize tax coverage for inputs relative to the rest of the economy represent the first step in 
establishing the conditions for a competitive horticulture sector. 

Private sector input suppliers are forced by a strong competitive policy environment 
to use new input merchandising and distribution methods, such as vertical and horizontal 
integration, to achieve economies of size in minimizing the cost of sales. Under a strong 
competitive policy environment, public sector transportation and communications 
infrastructure investments will be quickly complemented by private sector investments in 
larger, low unit  cost transport carriers, as well as the associated transportation and electronic 
data transmission equipment and software. These combined efforts can easily reduce the 
farmgate CIF costs of horticulture inputs by one-fourth. In the more remote parts of the 
country, these cost savings will simply assure that purchased inputs are finally available to 
farmers. 

B2. Farmgate Level 

Farm production responds to the prevailing input and product price mix and selects 
those enterprises that offer the highest returns to farm resources. Both declining input prices 
and rising product prices will stimulate increased production along current farm supply 
schedules. Sharp short-term price changes will only result in direct production changes 
within the existing technology setting. Longer term price changes will, in conjunction with a 
strong competitive economy, stimulate shifts in individual farm supply schedules to exploit 
new capital and technology mixes. 

I n  the short-run, hort~cultural price elasticities of supply vary from highly inelastic 
responses for tree crops (elasticities may range from 0.1 to 0.3) to slightly inelastic responses 
for short season annual vegetable crops (elasticities may range from 0.7 to 1.1). Typical 
long-run horticultural supply responses are 50 to 200 percent greater than the respective 
short-run elasticities. 

The agricultural technology transfer process is largely driven by private sector 
technology suppliers in the short-run. Chemical, seed, and equipment offer farmers the 
physical material inputs, but bundles of complementary services improve on-farm production 
management. In five to ten years, public sector research and development services drift 
through input supply markets to the farmer. In the case of the Sri Lankan horticulture 
sector, the level of public sector research resources is so small that i t  is not expected to make 
a difference in overall production over the next two decades. One of the most effective crop 
technology transfer mechanisms is liberal international seed trade, in accordance with 
internationally recognized phyto-sanitary standards. 



B3. Wholesale Level 

Much of the performance of wholesale horticultural markets is tied to the market 
environment for purchased inputs, particularly transportation infrastructure and services. 
Evidence on post-harvest horticultural losses is not well documented, but it is reasonable to 
assume from industry specialists' anecdotal perspectives that losses of 20 to 40 percent are 
normal. This means that the wholesale price would have to increase by about 45 percent 
simply to break even on the farmgate price if there is a 30 percent perishability rate. 

Aggregate evidence, such as input-output models suggest that most horticulture value 
added reaches consumers in fresh form. Thus, the long-term experience with mainly fresh 
horticultural products has supported a consumer taste formation process that is very narrow 
and weakening consumer preferences for new processed and preserved foods. Cold storage 
services offer important opportunities for preserving certain crops for alternative and new 
household uses as well as extending the farmgate-retail shelf life. Unfortunately, fixed and 
mobil elements of an effective cold chain cannot succeed without the prerequisites of 
adequate surface, air, and sea transport services. So, i t  is likely that Sri Lanka's derived 
demand for cold storage services is stimulated by large post-harvest losses but constrained by 
inadequate transportation infrastructure and services. 

B4. Retail Level 

Wholesale-retail markups can easily double, particularly if western-style supermarkets 
are considered. Horticultural merchandising is largely devoted to arranging produce on the 
ground or on open stands in public markets. Small, high-quality retail markets exist in most 
cities and large towns, but they support only the high income consumers. Brand names have 
succeeded in export markets, but the retail market has great potential for this approach to 
quality standards and market segmentation. 

C. Market Development Potential 

The prime objective of developing the horticultural sector is to expand total value 
added to the extent that production, consumption, and export of these crops initially increases 
per capita value added. Then Sri Lanka's agricultural resources are priced according to their 
international opportunity costs. This means h a t  h e  development strategy will have to reduce 
marketing costs in basic, established crops, while responding to niche market opportunities 
with crops that do not require heavy market infrastructure support from the country's existing 
weak transportation and communication system. To identify and exploit market development 
opportunities, AgENT must study the key sources of horticulture value added and the key 
elements of options to reali~e these expanded markets. 

C1. Key Sources of Value Added 

Increased value added results, in the short run, from increased price andlor quantity. 
However, long-range development policies should place most of the emphasis on expanding 
quantity, since significant price increases will fuel consumer price inflation and slow or 



reduce low-income consumers' access to the horticulture sector's superior supply of 
nutrients. But the experience of the last decade suggests that fruit and vegetable prices have 
increased without a commensurate increase in production. It would therefore be useful to 
review the sector's recent price-quantity changes to better understand (1) which market forces 
have dominated and (2) which interventions are most likely to overcome the key constraints. 

First, i t  is important to apply some basic econometric analysis to the sector. 
Observed price-quantity changes over time can be rationalized used to determine the relative 
effects of supply and demand forces. For example, a relative price increase and quantity 
increase over time suggests that demand has increased more quickly than supply. However, 
a combination of a relative price decrease and a relative quantity increase would suggest that 
supply has outpaced demand. 

This approach to identifying fundamental changes in supply and demand activities 
would be useful in  interpreting the changes in farmgate crop price and production changes 
over the last decade. I t  is assumed that horticultural demand elasticities are within the range 
of -0.9 to 1.4, while supply elasticities are in the range of 0.5 to 1 .O. Therefore, when the 
identified arc price elasticity falls within (or near) these respective elasticity ranges, either 
demand or supply factors are assumed to be responsible for the major observed shift in price 
and quantity. But when the arc elasticity falls outside these ranges, the most plausible 
explanation is a combination of supply and demand shifts. 

For example, i f  a horticultural crop has a positive, inelastic arc price elasticity, this 
suggests that supply has been relatively fixed over the past decade. At the same time, 
demand has increased (shifted to the right), causing the real price to rise at a faster rate than 
quantity. But since horticultural crops are assumed to have elastic demands, strong 
increases in supply would not only open markets by lowering prices, but also cause total 
revenue or value added to increase sharply and offset the popular perception that falling 
pnces are a sign of a weak market. 

CZ. Value Added Option 

Value added can be increased through four key options: expand farm production; 
reduce the physical cost of post harvest losses; reduce the other costs of transporting, 
processing, stonng, and brokenng produce; and expand exports. Each of these options has  
to overcome a different set of constrainls, but all point to the need for a coordinated effort to 
exploit the current base market for established crops, while identifying and exploiting niche 
markets for short-term gains. 

C2a. Expanding Farm Production 

The potential for expanding farm production is tied to availability and price of inputs, 
availability of improved technology and incentives for its adoption, and the role of marketing 
infrastructure in influencing the derived demand for horticultural goods. The availability and 
price of inputs is a critical issue. Availability of improved seeds is also important. There is 
little current research devoted to measuring horticultural seed productivity and its role in the 



national supply situation. Horticultural specialists believe improved seeds could increase 
production by 50 percent. Reduced fertilizer costs, as well as lower input delivery costs 
from improved rural roads, would provide another sharp boost to aggregate horticultural 
supply - 

While available data are not sufficient for estimating well-behaved horticultural supply 
models that are tied to key seed and fertilizer inputs, a generalized, partial equilibrium 
analysis could be performed on decade-long changes in farmgate price and production of the 
major horticultural crops. If the analysis assumed that farmgate production could be 
improved by 10 percent due to improved technology and lower input prices, the increase in 
value added would easily exceed 10 percent because of the common structure of horticultural 
markets (elastic demand and inelastic supply). From an opportunity cost standpoint, i t  is that 
this net benefit could be realized with a far smaller industry-wide annual investment. 

C2b. Reducing Post-Harvest Losses 

Data on current post-harvest losses are not well documented, but 20 to 40 percent of 
farm sales could well be lost. If the supply shifts are increased by one-fourth to two-thirds 
in downstream markets (and adjusted for home consumption), the net annual gain in net 
economic welfare could easily reach one-third of the present value added. The investment 
and operating costs required to realize these gains would have to be compared with the gains 
as an opportunity cost. 

C2c. Reducing Market Service Costs 

Savings in  transportation, storage, packaging, and processing costs in existing 
horticultural markets will have a greater economic impact than the initial development of new 
niche markets. Packaging represents 30 to 80 percent of the retail price for processed foods. 
And tariffs on imported packaging materials (glass) have been blamed for high costs in the 
processed food industry. I f  accurate price and production data can be assembled, an analysis 
of tax effects on processing costs can be quickly performed. 

For example, i f  particular processed horticultural product is assumed to have a 
current market price of Rs 35 per kg for a total annual production of 100 thousand tons, and 
a ten percent reduction in costs is realized by a saving on packaging, tariffs, or other 
processing costs, the effects of the price change, assuming a demand elasticity of -1.2 and a 
supply elasticity of 0.8, are the following: 

The equilibrium market price would fall 2.0 percent, to Rs 34.3 per kg 
The equilibrium market quantity (production) would rise 2.4 percent to 102.4 
thousand tons 
Annual net economlc welfare would increase by Rs 139 million, with consumers 
receiving Rs 79 million of this amount 
Market value, or sales, (PxQ) would increase by Rs 12 million 



C2d. Exploiting Export Demand 

AgENT has identified 10 commodity subsectors with high market development 
potential. Much of the market demand is assumed to be in the export sector. To the extent 
that farmers and produce brokers can organize efficient production and downstream 
wholesale-export market channels without requiring extraordinary market infrastructure, these 
crops can serve as important islands of innovation to demonstrate international standards for 
grading, quality control, and post-harvest preservation and handling technology. 

Horticulture trade associations will also gain important organizational development 
experience that can be applied to strengthen existing base markets in traditional crops. 
However, the total value added from niche markets will have to be considered against start- 
up marketing and production costs and the associated diseconomies of initial small scale, 
disaggregated production, and marketing functions. 

D. Critical Program Objectives for AgENT 

The above assessment suggests three major conclusions about the elements of an 
effective agro-enterprise development strategy. 

D l .  The Importance of Reducing Costs 

Horticulture market trends clearly show that market prices have to be reduced if 
domestic and export markets are to be expanded. Farm production efficiency gains will 
require major improvements in rural transportation and communication and lower sourced 
input pnces, particularly for seed and equipment. Most of the opportunities for reducing 
costs can be expedited by government policies that promote a strong competitive 
environment. 

D2. Setting Development Priorities: Entrepreneurial lnsights Versus Industry 
Trends 

Agribusiness entrepreneurs represent a crucial guide to identification of market 
development opportunities. Aggregate market statistics demonstrate important industry 
trends, but they are always late in identifying new opportunities in the near future. The 
degree of isolation of the Sri Lankan agro-enterprise community requires that regional market 
study tours be required to calibrate aggregate market statistics and collect institutional and 
operational information that does not exist in market research organizations, trade 
publications, or government agribusiness development agencies. Most of the past market 
development efforts by government agencies have taken a paternalistic attitude toward the 
private sector. 

I f  government horticultural development agencies are to be truly effective partners 
with the private sector, they have to realize that their most important roles are in  expanding 
access to relevant market decision information, coordinating government efforts to provide 
effective transportation and communications infrastructure, and removing policies that restrict 



competition. For all other aspects of the market development process, entrepreneurs are the 
best guides to setting priorities and allocating responsibilities between the private and public 
sectors. 

D3. Critical Constraints 

The current high-cost nature of the Sri Lankan horticulture sector suggests five critical 
constraints that AgENT should target. 

D3a. Farm Production 

Despite the collaborative efforts of international agricultural research centers and 
national agricultural systems over the last two decades, most developing countries still do not 
have adequate agricultural technology transfer mechanisms. Sri Lanka, while endowed with 
one the most literate populations among the developing countries, does not have effective 
political and administrative mechanisms for linking the substantial research and development 
capability of its public sector agricultural research system with the basic technology needs of 
its farmers. 

DARP responded to this constraint, and AgENT quickly discovered that it will have 
to mount substantial farm production trials if farmers are expected to adopt new technologies. 
Inadequate genetic materials constitute one of the sector's most serious constraints. 
Production specialists uniformly report that crop yields should be increased at least 25 
percent if improved seeds and planting materials are fully adopted. 

D3b. Post-Harvest Technology 

AgENT has a mandate to encourage agro-enterprise innovations. While on-farm 
~nnovations are important, particularly where new enterprises are being introduced, 
innovations that can be introduced downstream, beyond the farmgate, have to be appreciated 
for their potential to reduce marketing costs, and expand value added. 

The post-harvest market does not enjoy strong competitive advantage in export 
markets because of low labor productivity, excessive losses from spoilage and inefficient 
brokerage practices. Many of these inefficiencies can be reduced by the introduction of 
improved technologies for cold chains, packaging, grading, transportation coordination, 
communications, and testing for compliance with export phyto-sanitary standards. The 
AgENT cost-sharing program for introducing new technologies is serving as a catalyst for 
introducing the "seedsw of new post-harvest technologies. 

Exhibit 6 shows how the initial AgENT grant investments and later complementary 
investments by other entrepreneurs seehng to capture the demonstration effect of the initial 
AgENT investment-lead to successively lower waves of short-run average costs (SRAC). 

As AgENT makes grants in  the first technology wave (T,), for example, in cold 
chains, the industry SRAC-1 initially declines as additional investment rushes in  to catch the 



Exhibit 6. Innovation Effects on Agribusiness 
early benefits of cold chains' cost 
savings and quality improvement. 
Unlimited expansion in this technology 
would ultimately cause the SARC-1 to 
rise. 

However, innovative 
entrepreneurs, aided by well managed 
AgENT grants, can trigger a second 
technology wave (T3 by introducing 
new technologies in packaging, for 
example. These seed investments, plus 
complementary investments by other 
entrepreneurs again anxious to benefit 
from early adoption of the new 
technology, cause industry prices to fall from P, to P,, while industry output increases from 
T, to T,. A third wave of investment would push costs further down to P, while output 
expanded to T,, The post-harvest innovation process thus has two long-term effects on the 
horticulture industry ( 1 )  the average cost of production, and therefore market prices of 
horticultural products decline and (2) aggregate horticulture output increases. These effects 
expand domestic markets by expanding consumption among families who purchased goods at 
the former higher prices and among lower-income families who were unable to purchase 
goods at the former higher prices. Export markets are expanded by the increasing 
competitiveness of Sri Lanka's lower prices in those markets. 

H N O V A n a  EFFECTS ON AORlBIlSlMSS 

D3c. Market Infrastructure 

The last three decades have been a lost period with respect to public investment in 
transportation and communications infrastructure. The lack of public investment has levered 
a concurrent lack of complementary market infrastructure investments by the private sector. 
The horticulture sub-sector is one of the last sectors to be affected in the development 
process. The failure to build an adequate market infrastructure in the past means the 
horticulture sector will not become a world class competitor by the end of the next decade. 

D3d. Market Information 

The government pronouncements of support for horticulture development are 
contradicted by a long term failure to strengthen market data collection and dissemination. It 
is not necessary to emulate developed countries' agricultural data systems in scope and 
magnitude of information. In  most cases, a small amount of market data will be much more 
valuable than a large statistical program if the data are collected accurately and quickly and 
disseminated in  like manner. 

Unfortunately, market development decisions are based on much more than 
government-collected price and production data. The pervasive lack of a centralized one-stop 
center for information on all aspects of horticulture market development presents a strong 



opportunity for AgENT's Business Information Center to provide an innovative intervention 
in this area. 

D3e. Agribusiness Trade Associations 

Sri Lankan agribusiness trade associations represent the most important catalyst for 
linking private and public sector interests and responsibilities for diversification and agro- 
enterprise development. Unfortunately, most of the country's experience with trade 
associations yields little experience in building competitive markets. Still, these institutions 
have the communication and advocacy foundations to link the government's policy 
obligations with the full range of agribusiness production and market service interests. Trade 
associations represent a potentially important technology transfer vehicle because of their 
unique access to all market levels within an industry's market channel. 

E. Measurement of AgENT Roject Benefits 

El .  General Indicators of Project Performance 

AgENT project inputs (technical assistance, training, and investment cost-sharing) are 
being programmed to diversify Sri Lanka's agricultural enterprise mix and expand sector 
contributions to the national economy. In general, changes in at least eight major market 
development indicators can be tracked to determine the differential impact of AgENT on the 
sector. Those indicators are: 

Investment 
Types of new technologies being adopted 
Sales 
Enterprise numbers (and sizes) 
Employment 
Personal or household income 
Land use 
Food costs 

With the exception of food costs, the market development indicators have to measure 
three different aspects of change: 

Changes directly due to project technical assistance and cost-sharing arrangements. 
This is presumed to be the major stimulus to enterprise development. 

Changes made by project clients without technical assistance and cost-sharing 
assistance. This is presumed to be the induced effect of cost-sharing and other 
project assistance to strengthen entrepreneurial innovation. I t  is also the 
fundamental firm-level demonstration of project sustainability. 



Changes made by other client entrepreneurs in the subsector. Trend effects and 
other unusual effects have to be discounted to measure the sub-sector effects that 
"would not have occurred without the existence of AgENT." 

E2. Specific Purpose-Level Indicators 

The project logical framework (Annex D) presents a consistentcause-and-effect chain 
of performance: 

Inputs in the form of technical assistance, training, agro-enterprise development 
grants, commodity procurement and host country investment funds, produce 
outputs in the form of agro-enterprise investments, introduction of new 
technologies, improvements in market linkages, improved agro-enterprise financing 
facilities, and improved public sector support to agro-enterprises. 

Outputs lead to broad purpose level changes in sector-level entrepreneurial 
behavior, as revealed by improvement in agro-entrepreneurial capacity, through the 
establishment of new enterpnses and expansion of existing enterprises. 

Improved entrepreneurial capacity directly supports the GSL goal of a diversified, 
commercial agricultural sector that fully employs available land and labor resources 
at rents and wages that are competitive with the country's links to the international 
economy. 

The inputs and outputs are specified well enough to be verified with the existing 
AgENT managemen1 information system. However, the purpose level indicators need to be 
refined. Establishment of new enterprises and expansion of existing enterprises suggest 
improved entrepreneunal capacily, but practical measures of those changes are needed. Of 
the elght indicators mentioned above in  section El ,  the most direct measures are 
employment, investment, output. and sales. The Ag ENT client business profiles generally 
cover these bus~ness indicators for the last three years of established enterprises. 

Capital IS the most difficult ind~cator to measure at the project level. Equity and asset 
value are often misstated by entrepreneurs lo avoid taxes or accounting methods do not 
accurately reflect their product~vc valuc AgENT is tracking its grants and the client's cost- 
shanng contributions toward each grant. Beyond the cost-sharing investments that AgENT 
can easily track, collection of add~tlonal cllent investments (without AgENT cost-sharing 
grants) will be difficult and should not be pursued i f  the monitoring effort becomes unduly 
expensive. Furthermore, monitonng employment, output, and sales should capture all 
investment effects, regardless of whether the investments can be fully measured. 

The AgENT team faces a major confidentiality problem in collecting business 
performance information from clients. The degree of business distrust continues to be one of 
the major constmnts to effective entrepreneurial development. Distrust encourages 
restrictions on dissemination of business decision information and protectionism. The 
AgENT team has developed strong professional bonds with each client to ensure 



confidentiality of client business information. The team therefore has to ensure that each 
client relationship remains stable, with a minimum of turnovers among project staff, and that 
no sensitive business information-such as profits and taxes-is shared with other clients. 

E3. Monitoring Methods 

Business indicators are being monitored through the client business profiles "before" 
and regular AgENT contacts with each client "after" project assistance begins. While these 
data indicate general business performance, they do not show how firms actually practice 
effective entrepreneurial methods. 

It is therefore necessary to conduct a small number of narrowly focused case studies 
on selected subsectors/industries to gain a more detailed description of how the clients adopt 
new technologies, conduct market research and development, assess risk, manage financial 
resources, and initiate new businesses or business expansions. The project would also 
benefit from case studies on the women's program and the business information center. 

These special programs should be monitored by conducting a small survey of 
representative clients to understand how they use the service and how the service can be 
improved. At least two case studies should be conducted per project year. Each case study 
should be conducted quickly (within 6 weeks) and should follow a standard format so 
effective comparisons can be made across studies about similarities and differences within 
subsectors/industries or services (women's program and business information center). 

Eii. Evaluation Methods 

AgEW must evaluate its impact Exhibit 7. Measurement of Firm Level Project Effects 

at both the firm level and the sector 
level. Firm level impacts can be 
estimated according to the framework 
described in  Exhibit 7. Employment, 
sales, and output data are generally 
collected for the last three years before 
established clients are accepted by the 
project. Since the project has focused 
on assisting established firms with 
expansions, the client business profiles 
are a particularly valuable source of 
evaluation data. 

The business indicators for the 
period "before" the project was 
implemented have to be normalized to establish the relevant evaluation benchmark. This is 
typically done by developing a trend line with linear regression methods by pooling all 
clients within similar subsectors/industries and regressing the indicators (employment, output, 
sales) on a time index. For example, -1 would represent one year before project assistance 
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and -2 would represent two years before project assistance, through the earliest year of 
available data before receiving project assistance. The trend line is then used to predict the 
pooled clients' average level of each indicator at a time index of 0. 

Business indicators monitored "during" the period of project assistance must be 
averaged over the pool of clients within similar subsectors/industries and compared with the 
trend value for the appropriate time period. This exercise divides changes in business 
performance "during" project assistance into two components: (1) change that would have 
occurred without project assistance (the vertical distance between the trend line and the 
horizontal line below the trend line) and (2) change that is presumed to be directly 
attributable to project assistance (the vertical distance between the trend line and the "actual" 
results line shown above the trend line)3. These estimates of project effects are then 
compared to project performance goals, which may be adjusted in successive evaluations and 
internal assessments. 

The impact information generated from the framework described in Exhibit 7 is 
needed to assess the project's performance in meeting end of project status indicators 
(EOPS). However, these results must be supplemented with various qualitative data that can 
be most effectively collected through case studies. Data collected in representative samples 
of clients should be analyzed to assess the overall effectiveness of the project in changing 
entrepreneurial behavior. All case studies should use a common methodology to simplify 
data analysis standardize the evaluation tools; and minimize evaluation costs. 

Finally, sector-level impacts should be estimated by applying input-output multipliers 
or ratios of macroeconomic performance to client-based estimates of business impact. 

' Thc 'actual' curve 'dunng' project assuunce can ellher be cstimakd with rcgreesion rnchods or rcpresenlcd by 
mcan vrlucs Bccausc thc project lifc IS a relallvely shon pcnod of tlme, th~s curve is Wtcly to have a high degree o f  
v a ~ h i h t y  I f  rcgrcsslon mdhods are used, ohserved md~cators (employment, output, sales) should be regressed on LOP 
ttme mdlces, wtth h c  mtcrccpt set yual  LO h e  trcnd k c  whcrc the tlme mdcx is 0 (begmning of the project). 
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